AltaGas Services Inc. 2002 Annual Report 
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AltaGas is an energy infrastructure-based company. We own and of 


customers. We offer value to our shareholders through disciplined growth 
shares trade on the Toronto Stock Exchange under the symbol ALA. 


f 


FIELD GATHERING & PROCESSING ; 

Our gathering systems move natural gas from producing 
wells to processing facilities. Processing facilities remove 
certain hydrocarbon components and impurities from natural 
gas in addition to compressing the gas to meet downstream 
pipelines’ operating specifications for transportation. 


TRANSMISSION 

Our transmission pipelines provide natural gas and conden- 
sate transportation services to distribution systems, 
end-users or to other downstream pipelines. : 


EXTRACTION Peis 
Our extraction plants reprocess natural gas from field plants 
to extract and recover a “deeper cut” of ethane and other 
natural gas liquids (NGLs) such as propane and butane. 


ist 


DISTRIBUTION 
Our distribution companies deliver natural gas to end-users 
for heating and other purposes. 


POWER SERVICES 
AltaGas markets 353 MW of wholesale electrical power from 
ownership of the Sundance B Power Purchase Arrangement. 


GAS SERVICES 

AltaGas manages and markets natural gas and NGLs from a 
supply pool made up of deliveries from natural gas processed 
at Company facilities and from other clients with natural gas 
supply unassociated with AltaGas facilities. 


GATHERING & PROCESSING 


Position 

AltaGas is one of the top 10 Canadian 
processors of natural gas and the third le y 
Canadian midstream company by capac ’ 


NATURAL GAS DISTRIBUTIO 


Position 

AltaGas services six percent of the Alber 
natural gas distribution market, serving c> 
58,500 customers; interest in the only né.l 
gas distribution system north of the Arcti 
Circle, participating in an opportunity to 
distriobute natural gas in Nova Scotia 


ENERGY SERVICES 


Position 
4.5 percent of the Alberta power market >\ 
130 natural gas services customers 


ets and services that are required by Canada’s energy sector and energy 


stable cash flow, and an innovative approach to the movement of energy. Our 


Assets 

Over 6,000 kilometres of 
gathering lines, 75 processing 
facilities, interests in three 
extraction plants, one field 
fractionation facility and six 
transmission pipelines 


Assets 

AltaGas Utilities Inc. (100%) 
Inuvik Gas (83%) 

Heritage Gas (24.9%) 


Assets 

80 percent interest in the 
Sundance B Power Purchase 
Arrangement (PPA); industry 
expertise; intellectual capital 


Benefits 

Long life assets; diversified 
geographic customer base; 
cost of service, guaranteed 
revenue, flow through 
operating cost and fee for 
service revenues 


Benefits 

Regulated; cost of service 
revenue; formula return on 
equity; long-term franchise 
service areas 


Benefits 

Long-term conservatively 
priced power supply contract 
in Alberta’s deregulated 
electricity market; long-term 
sales contracts; fee for 
service revenue 


Risk Management 
Minimal commodity price 
exposure; revenues 
volume driven 


Risk Management 
No commodity price risk 


Risk Management 
Managed commodity 
price risk 


Opportunity 

All gas must be processed. 

Internal growth 

- excess processing capacity 
expansion projects 

- significant midstream 
infrastructure demand 

Acquisitions 

- unique strategy 


Opportunity 

Growth within existing and 
new franchise areas and exist- 
ing franchise base; positioned 
for northern opportunities 


Opportunity 

Internal power usage and 
development opportunities: 
power sales to existing 
customer base; 

Gas Services opportunities 
linked to growth in field 
gathering and processing 
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($ millions except per share amounts) 2002 2001 % Change 
Revenue 484.1 489.8 (1) 
Net revenue 169.9 185.0 26 
EBITDA* 95.7 70.6 36 
EBITDA per share (basic) 2.26 1.85 22 
EBITDA per share (diluted) 2.25 1.84 22 
Net income 28.7 18.6 54 
Net income per share (basic) 0.68 0.49 39 
Net income per share (diluted) 0.67 0.49 OF 
Funds generated from operations 70.8 50.2 4 
Funds generated from operations per share (basic) 1.67 deca Bis 
Funds generated from operations per share (diluted) 1.66 aes 27 
Total assets 889.2 709.0 25. 
Shareholders’ equity 336.3 260.2 \ 29 
Total debt 419.5 383.9 ) 
Shares outstanding at year end (millions) 45.2 88.5 ad 
Shares outstanding for the year (millions) 
Basic 42.3 38.2 NA 
Diluted 42.6 38.3 NA ; 
Key ratios 
Interest coverage (times) are Dil NA 
Debt % of total capitalization 59.0) 59.6 NA 
ROE (% average) 9.6 [23 NA 
ROC (% average) 9.2 8.7 NA 


* Earnings before interest, taxes, depreciation and amortization 
* Certain comparative figures have been re-classified to conform to the current financial presentation 


TOTAL ASSETS NET INCOME PER SHARE SHAREHOLDERS’ EQUITY 
($ Millions) ($/Diluted Share) ($ Millions) 


| 322.9 | 429.1 | 571.4 | 709.0 889.2 0.31 0.35 0.45 0.49 0.67 128.8 230.1 249.4 260.2 336.3 
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PRESIDENT’S MESSAGE 


The 2002 year was exceptional for AltaGas. We successfully integrated our 
power purchase arrangement into our operations and delivered outstanding 
power results. We saw steady volumes in our field gathering and processing 
business and higher volumes in our natural gas distribution, extraction and 
transmission businesses. 


We augmented our diversified asset base through investments of close to $163 million, completing in December 
2002 the acquisitions of the Suffield transmission pipelines and the Wabasca field gathering and processing facilities 
and the construction of the Joffre ethane extraction plant. These investments, which build on three components of 
AltaGas’ business, lock in growth for 2003 and will generate long-term cash flows. 


Our successes in 2002 resulted in net income of $28.7 million, a 54 percent increase over 2001. Over the 
past nine years we have consistently and deliberately built a profitable company capable of generating steady, long- 
life returns to shareholders. Our growth will continue and will be guided by the strategies that have been so 
successful in growing AltaGas to date. These strategies are articulated over the next few pages. 


INVEST IN ENERGY INFRASTRUCTURE 

First and foremost, AltaGas is an energy infrastructure-based Company and our goal is to be one of the largest 
infrastructure companies in Canada’s energy sector. We proactively seek opportunities for expansion and acquisition 
in the natural gas, natural gas liquids and power businesses. Our geographical reach will be Canada and the 
northern United States. 


ADD VALUE THROUGH ASSET DIVERSITY 

We build value through midstream energy portfolio diversification. We own assets and offer services to move energy 
along the value chain from its source to the end user. In 1994, AltaGas began building an asset base that is valued today 
at close to $1 billion. Our early revenue stream came from the natural gas services, the ethane and natural gas liquids 
extraction and the natural gas field gathering and processing businesses. In 1998, we added natural gas distribution and 
transmission pipelines to our portfolio. In 2001, we diversified our energy portfolio further when we acquired the contract 
to sell power from the Sundance B power plant. Our growth is achieved through internal investment and acquisition 
opportunities. Our staff use their in-depth industry knowledge to link our portfolio of assets to increase their operating 
efficiency and utilization. We operate almost all of our own natural gas assets, which gives us the control to leverage the 
assets, the energy relationships and the arbitrage opportunities that can enhance our profitability. 


EXTEND CASH FLOWS TO LOCK IN LONG-TERM VALUE 

We look for opportunities to extend the horizon of AltaGas’ cash flow streams to provide long-term value to 
shareholders. Diversification of assets in terms of their revenue source, contractual terms, exposure to industry cycles 
and geographic location supports overall stability. AltaGas generates a combination of regulated cost of service, 
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AltaGas Services Inc. 


2002 


($ millions except per share amounts) 2002 2001 % Change 
Revenue 484.1 489.8 (1) 
Net revenue 169.9 135.0 26 
EBITDA* 95.7 70.6 36 
EBITDA per share (basic) 2.26 1.80 22 
EBITDA per share (diluted) 2.25 1.84 22 
Net income 28.7 18.6 54 
Net income per share (basic) 0.68 0.49 39 
Net income per share (diluted) 0.67 0.49 ON 
Funds generated from operations 70.8 60.2 4 
Funds generated from operations per share (basic) 1.67 1.31 27 
Funds generated from operations per share (diluted) 1.66 1.31 Zt 
Total assets 889.2 709.0 25 
Shareholders’ equity 336.3 260.2 29 
Total debt 419.5 383.9 i) 
Shares outstanding at year end (millions) 45.2 38.5 Alte 
Shares outstanding for the year (millions) 
Basic 42.3 38.2 NA 
Diluted 42.6 38.3 NA 
Key ratios 
Interest coverage (times) 33 PG NA 
Debt % of total capitalization 00:5 59.6 NA 
ROE (% average) 9.6 T3 NA 
ROC (% average) 9.2 8.7 NA 


* Earnings before interest, taxes, depreciation and amortization 
* Certain comparative figures have been re-classified to conform to the current financial presentation 


TOTAL ASS Bins 
($ Millions) 


NET INCOME PER SHARE 
($/Diluted Share) 


SHAREHOLDERS’ EQUITY 
($ Millions) 


| 322.9 | 4291 571.4 | 709.0 | 889.2 0.31 0.35 045 049 067 128.8 230.1 249.4 © 260.2» -336.3 
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PRESIDENT’S MESSAGE 


The 2002 year was exceptional for AltaGas. We successfully integrated our 
power purchase arrangement into our operations and delivered outstanding 
power results. We saw steady volumes in our field gathering and processing 
business and higher volumes in our natural gas distribution, extraction and 
transmission businesses. 


We augmented our diversified asset base through investments of close to $163 million, completing in December 
2002 the acquisitions of the Suffield transmission pipelines and the Wabasca field gathering and processing facilities 
and the construction of the Joffre ethane extraction plant. These investments, which build on three components of 
AltaGas’ business, lock in growth for 2008 and will generate long-term cash flows. 


Our successes in 2002 resulted in net income of $28.7 million, a 54 percent increase over 2001. Over the 
past nine years we have consistently and deliberately built a profitable company capable of generating steady, long- 
life returns to shareholders. Our growth will continue and will be guided by the strategies that have been so 
successful in growing AltaGas to date. These strategies are articulated over the next few pages. 


INVEST IN ENERGY INFRASTRUCTURE 

First and foremost, AltaGas is an energy infrastructure-based Company and our goal is to be one of the largest 
infrastructure companies in Canada’s energy sector. We proactively seek opportunities for expansion and acquisition 
in the natural gas, natural gas liquids and power businesses. Our geographical reach will be Canada and the 
northern United States. 


ADD VALUE THROUGH ASSET DIVERSITY 

We build value through midstream energy portfolio diversification. We own assets and offer services to move energy 
along the value chain from its source to the end user. In 1994, AltaGas began building an asset base that is valued today 
at close to $1 billion. Our early revenue stream came from the natural gas services, the ethane and natural gas liquids 
extraction and the natural gas field gathering and processing businesses. In 1998, we added natural gas distribution and 
transmission pipelines to our portfolio. In 2001, we diversified our energy portfolio further when we acquired the contract 
to sell power from the Sundance B power plant. Our growth is achieved through internal investment and acquisition 
opportunities. Our staff use their in-depth industry knowledge to link our portfolio of assets to increase their operating 
efficiency and utilization. We operate almost all of our own natural gas assets, which gives us the control to leverage the 
assets, the energy relationships and the arbitrage opportunities that can enhance our profitability. 


EXTEND CASH FLOWS TO LOCK IN LONG-TERM VALUE 

We look for opportunities to extend the horizon of AltaGas’ cash flow streams to provide long-term value to 
shareholders. Diversification of assets in terms of their revenue source, contractual terms, exposure to industry cycles 
and geographic location supports overall stability. AltaGas generates a combination of regulated cost of service, 
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guaranteed revenue, flow through operating cost and fee for service revenue. These revenue streams are predictable, 
with minimal or managed exposure to commodity prices. And their cash flow horizon covers the next 30 years. 


MANAGE RISK TO MINIMIZE VOLATILITY 

At AltaGas we take a low risk approach to business. The energy sector is characterized by volatility in commodity 
pricing and business cycles, but our portfolio approach allows us to manage that volatility and take advantage of 
good business opportunities. Given our business, commodity and geographic diversity, we are able to enhance our 
earnings potential and predictability as periodic weaknesses in certain markets and business components is offset 
by strengths in others. We plan the growth of each of our business components to ensure concentrations of risk are 
managed. Where opportunities are captured that introduce commodity price risk, such as our entry into power with 
the acquisition of the power purchase arrangement, we manage the risk to lock in predictable margins and protect 
AltaGas from dramatic swings in earnings. We do not engage in active, speculative trading. AltaGas’ approach is 
the hallmark of a company with a long-term growth strategy. 


OPERATE EFFICIENTLY TO OPTIMIZE MARGINS 

Operational excellence is pursued in parallel with strategic acquisitions and expansions with the goal of providing the 
best results for both customers and shareholders. We have set targets for operational excellence which include 
efficient integration of recent acquisitions, continual improvement in our planning and business processes and review 
of our operational and maintenance procedures to ensure costs are minimized and the highest possible run times 
can be achieved at our facilities. And we will continue to evaluate our services to ensure we are delivering the 
desired level of service to our customers at the right price. 


Operating efficiently in a customer-focused business such as ours requires attention to detail and 
communication, admittedly a challenge given AltaGas’ rapid growth and change. Four times each year, AltaGas’ 
senior management formally reviews strategies, tactics and initiatives to manage growth and achieve key 
performance measures. Profit and balance sheet achievement of our quarterly and annual goals are a major focus at 
these meetings. We believe our dedication to improving operational performance will result in enhanced margins. 


MANAGE OUR BALANCE SHEET TO CAPTURE OPPORTUNITY 

We maintain a strong balance sheet and key financial ratios to support our growth. Growth through acquisition has 
been and will continue to be a critical strategy at AltaGas. Our approach to acquisitions is disciplined, patient and 
measured; we are prepared to wait for the right deal at the right time and for the right price. Consequently, the 
timetable for acquisitions is unpredictable and managing our balance sheet is critical to have the financial capability 
to execute quickly when prudent acquisition opportunities are presented. 


Typically, we initially finance acquisitions through bank credit facilities. We then refinance as required to 
maintain debt levels that provide a secure access to capital when we need it. We carefully manage our 
creditworthiness to minimize our cost of capital. We also use interest rate hedging instruments to manage our 
exposure to interest rate volatility. This strategy of conservative fiscal management has resulted in the strong balance 
sheet that is critical for us to pursue development opportunities. 


PROVIDE SUPERIOR SHAREHOLDER RETURNS 

We provide superior overall returns to shareholders. A number of key measures demonstrate our achievements in 
2002. AltaGas’ shares closed the year at $9.59 per share, an increase of 31 percent over the 2001 year-end close 
of $7.30. Annual dividends rose 56 percent over 2001 to $0.28 per common share. In the third quarter of 2002, we 


Z,0t0 2s AN tia Gas Srewrvahie.es: Iinies = 


announced an increase in quarterly dividends to $0.08 per common share, or $0.32 on an annual basis. The 
combination of share price appreciation and increased dividends meant that, for the year ended December 31, 
2002, the total return for an AltaGas shareholder was 35 percent. This compares to a 12.4 percent drop in the 
S&P/TSX Composite Index, and 12.3 percent gain on the S&P/TSX Canadian Energy Index. 


Over the past five years, AltaGas achieved a compound annual growth rate in cash flow per share of 28 percent 
and in earnings per share of 20 percent. The 39 percent increase in earnings per share in 2002 over 2001 resulted in a 
2002 return on equity of 9.6 percent compared to 7.3 in 2001. Shareholders’ equity increased 29 percent for the same 
period, partly due to the successful offering of $58.8 million of equity completed in June 2002. The past nine years have 
been a period of asset accumulation and growth in revenue-generating potential. Asset acquisition opportunities have not 
always happened in tandem with our levels of equity and since 1999 we have had lower than desired returns. With careful 
balancing of investments with opportunities to consolidate, expand, rationalize and re-contract existing operations to 
optimize operating efficiencies and maximize margins, our returns on equity have steadily improved. We believe AltaGas 
now has critical mass: with the size and structure to further our objective of generating above average returns to our 
shareholders, measured by consistent growth in earnings, cash flow, return on equity and return on investment. 


BRING IT TOGETHER WITH THE RIGHT TEAM 

Growth is a dynamic process. It requires both flexibility and focused discipline. We recognize that our strategies and 
the tactics to achieve them sometimes seem at odds with each other. For example, AltaGas is purchasing diverse 
assets, yet we want to be able to link these assets to create opportunity. We are working in an industry that has 
inherent commodity price volatility, yet we want to manage risk and limit downside. We want to deliver top quartile 
returns to our shareholders, yet we want to maintain a conservative financial structure. Our results say that AltaGas 
has delivered. We have been able to manage growth, build strong customer relationships and create long-term 
value for our shareholders. 


Any accolades go to the AltaGas team. Our people are intelligent and committed. Not only do they 
understand the dichotomies of what we are asking of them, they are challenged by it. This team rises to the 
challenge by finding ways to continuously improve the way we do business. | thank them all for their support and 
their dedication. As AltaGas matures, pursuit of growth opportunities and support of customer and investor relations 
is demanding more of my time. Consequently, in 2003 we are deepening our management team with the addition of 
a President and Chief Operating Officer to focus on the operating side of our business. We expect to have this 
person in place by the end of the first quarter 2003. One of the three initial founders of AltaGas, Scott Sarjeant, 
Executive Vice President Energy Services is retiring after almost nine years of carving out the natural gas midstream 
business in Canada. We thank Scott for his many contributions in pioneering and building AltaGas. 

Our story is evidence of the success of our strategies - many elements have come together to create 
AltaGas. The strategies communicated here have been essential to the growth of AltaGas and are critical to our 
future success. We will maintain our approach, follow our strategies and continue to build our company. 


dale heck 


David W. Cornhill, 
Chairman of the Board, 
President and Chief Executive Officer 
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OPERATIONS REVIEW 


During 2002, AltaGas’ business of delivering energy through a portfolio of 
infrastructure-based assets has provided numerous opportunities to continue 
to fulfill our strategic objectives to : 


* invest in energy infrastructure * add value through asset diversity 
* extend our cash flows * manage our risk 
* operate efficiently 


We significantly advanced our transmission pipeline component which has been a source of revenue for AltaGas since 
1998. Transmission pipelines will be a major contributor to 2003 income as we realize the impact of the $95 million 
acquisition of two natural gas pipelines, located at Suffield, Alberta in December 2002. These National Energy Board 
regulated pipelines added 400 Mmcf/d of transmission capacity and 20 years of transport or pay volume commitments 
to AltaGas’ transmission portfolio. The Suffield pipelines, which transport gas from 32 townships, serve areas 
characterized by multiple gas producing zones and long-life reserves which are currently being exploited by over 100 
producers. AltaGas sees an expanded transportation role for these pipelines, and will work with potential shippers to 
develop additional transportation opportunities to maximize the pipelines’ potential. 


In late December 2002, the construction of the Joffre ethane extraction plant at Joffre, Alberta was 
completed and the plant was placed into service. The cost of the project, in which AltaGas has a 50 percent 
interest, was net $22.9 million. The plant is currently processing about 140 Mmcf/d of natural gas. The resulting 
production of approximately 8,000 Bbls/d of ethane and natural gas liquids (net to AltaGas) is marketed by the 


HERING AND PROCESSING FIELD GATHERING & PROCESSING FIELD GATHERING & PROCESSING 
3 FACILITIES CAPACITY FACILITIES THROUGHPUT 


(Gross Mmcf/d)* (Gross Average Mmcf/d)* 


712 


“As at December 3° 
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company and the ethane from the facility is contracted for 20 years at a fixed fee plus flow through of operating 
costs. Our 2008 results will see a full year’s benefit from this year-end 2002 start up. During the year, construction 
also commenced on an expansion of the EnCana-operated Empress extraction plant located near Empress, Alberta. 
AltaGas has a 10 percent working interest in the facility and has committed $5.5 million to the expansion of the 
plant. The project is expected to be in service in the third quarter of 2003 and will add ethane capacity of between 
1,400 Bbls/d and 1,900 Bbls/d (net to AltaGas). 


A key investment in our field gathering and processing component was the acquisition in late December of 
the Wabasca system, eight distinct but geographically concentrated natural gas gathering and processing systems 
located in northeastern Alberta, for a purchase price of approximately $19 million. AltaGas owns 100 percent of 
seven of the systems and has a 50 percent ownership interest in one of the systems. The Wabasca system includes 
approximately 800 kilometres of gathering pipelines, over 23,000 horsepower of compression, and 75 Mmct/d of 
processing capacity which is backed by 20 years of volume commitments. The acquisition of this system opens up 
a new operating area for AltaGas and we see substantial future growth opportunities in the large blocks of 
undeveloped land that surround it. 


In the Natural Gas Distribution segment, AltaGas Utilities completed the installation of the natural gas 
distribution system to serve the Gift Lake Métis Settlement. The project required the installation of approximately 46 
kilometres of plastic pipe, 238 residential and commercial services, and two pressure control stations. Facilities were 
also installed to service 57 customers associated with an expansion to serve a lumber mill in the area north of Red 
Earth Creek in northern Alberta. 


We also embarked on an opportunity to extend our geographic footprint beyond the western Canadian 
sedimentary basin and take advantage of our knowledge and experience in the natural gas distribution business. 
AltaGas has a 24.9 percent participation in Heritage Gas Limited, a company pursing the rights to distribute natural 
gas in Nova Scotia. On February 7, 2003 the Nova Scotia Utility and Review Board granted Heritage Gas a full 
regulation class franchise for a period of 25 years. Heritage Gas will make a decision about accepting the franchise 
and associated conditions in March 2003. There was no impact from Heritage Gas on AltaGas’ 2002 earnings. 


FIELD GATHERING & PROCESSING 
FACILITIES UTILIZATION EXTRACTION PRODUCTION TRANSMISSION VOLUMES 


(Gross %)* (Bbls/d)* (Mmcf/d)* 


a 
a 


956 | 2,198 3,369 | 2,618 | 3,399 16 
| = | | i 
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* As at December 31 * Annual Average Ethane and NGLs Production * Fourth Quarter Average Except 1998 
(Joffre Extraction Plant placed into service (Suffield Transmission Pipelines acquired 
December 2002) December 2002) 
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These 2002 investments have revenue streams that extend beyond 20 years and have diverse locations, 
revenue sources and contractual terms. They combine with our existing assets to reinforce our strategy to build a 
company to succeed in all seasons and economic cycles. 


The importance of remaining an integrated, diversified Company was demonstrated in 2002. Due to a 
natural gas industry slowdown, drilling activity declined substantially in many of our field gathering and processing 
areas. Consequently, with significantly fewer wells tied in over the year, our growth in this component was less than 
we had expected. Despite the challenges in the gathering and processing area, the successful integration of our 
power component and growth in all of our other businesses enabled us to achieve the exceptional 54 percent 
increase in net income. 


In conjunction with growing our business through acquisitions we must successfully manage the risk 
and operational challenges they bring. In 2002, our first full year in the power business we accomplished this. 
We hired a small team of power professionals to integrate the PPA acquisition into our marketing, accounting, 
management, regulatory and risk processes. We built our relationship with our partner, TransCanada PipeLines, 
who seamlessly took on the dispatch and day-to-day operations of the PPA. We implemented our plan to 
deliver strong results by managing the fluctuations in the price of power by locking in power margins through 
forward sales. To provide stable margins from our power business we forego, and will continue to forego, the 
benefit of upward power price swings in exchange for the security of protection against downward power price 
swings. Substantially all of the Company’s power has been sold forward for 2003 and we expect to realize 
between $43.00 per MW/h to $45.00 per MW/h which will provide for strong, predictable performance in the 
power component in 2003. 


Throughout AltaGas we are focused on improving operational efficiency and customer service while 
maintaining safe reliable operations. We are also focused on improving our organizational communications and 
decision-making processes to become more efficient and effective. We believe our customers want quick access to 
accurate information, high quality products and services, flexible systems and procedures, and intelligent, 
engineered solutions to move their energy. In several of our operating areas we are planning for the installation of 


; AVERAGE POWER PRICE 
ERGY SERVICES POWER VOLUMES RECEIVED 
STS NCEA ELT (thousands of MW/h) ; ($/MW/h) — 


] Services Offices 


Annual Average Annual Average 
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electronic flow measurement data capture concurrent with the deployment of an Internet based data capture 
system. This system will allow field operators to capture and transmit well and plant operating information so that 
critical production and operational information can be shared electronically with our customers. 


We are ensuring that our operating and maintenance procedures are appropriate to improve facility run 
times and minimize costs. We are conserving capital by redeploying equipment and through operational efficiencies. 
In addition, producers are more frequently paying the costs of well tie-ins. As a result, in 2002 we were able to 
substantially offset normal natural gas industry reserve declines in our field gathering and processing component 
and maintain margins comparable to 2001 with net additions to capital assets, unrelated to acquisitions, of only 
$9.1 million. In 2002, the amortization in this component was $17.3 million resulting in a net decline in the capital 
invested in this business excluding acquisitions. 


At AltaGas our entrepreneurial spirit dictates that we constantly strive to do better. As we grow and change 
our business we will continue to improve on what we have done in the past to ensure we stay competitive and 
deliver long-term value to shareholders. 


NATURAL GAS DISTRIBUTION NATURAL GAS DISTRIBUTED 
Operating areas (Bcf) 


* Represents Six Months Ownership 
of AltaGas Utilities 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 


The following discussion and analysis provides a comparison of AltaGas’ performance and financial position in 2002 
to 2001 and should be read in conjunction with the consolidated financial statements and accompanying notes. 


RESULTS AT A GLANCE 


($ millions except per share amounts) 2002 2001 
Net income 28.7 18.6 
Net income excluding net gains from sale of investments 28.1 17.8 
Net income per share 0.68 0.49 
Net income per share excluding net gains from sale of investments 0.66 0.47 


Per share amounts are based on the weighted average number of shares outstanding for the period. 


RESULTS OF OPERATIONS 

Solid performance from all components of AltaGas’ business continues to translate into strong operating and financial 
results. A significant portion of the Company’s growth in 2002 was due to the investment in a power purchase 
arrangement (PPA) on December 28, 2001 which formed the basis of the new Energy Services segment. This 
investment did not materially affect operations for 2001. 


CONSOLIDATED REVENUE REVENUE BY SEGMENT CONSOLIDATED NET REVENUE 
($ Millions) ($ Millions) ($ Millions) 


1221 2578 | 5067 | 4898 | | | | 478 | 059 | 1163 | 135.0 | 1699 | 
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@ Energy Services 


oe eae Commencing January 1, 2002 the Company has 
® Natural Gas Distribution 


three business segments. Years prior to 2002 have 
not been restated to conform with current financial 
Excludes Intersegment Eliminations statement presentation. 


® Gathering, Processing and Services 
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Consolidated Operations 


($ millions) 2002 2001 % Change 
Revenue 484.1 489.8 (1) 

et revenue "” 169.9 135.0 26 
EBITDA ” 95.7 70.6 36 
Operating income 59.9 43.4 38 


et income 28.7 18.6 54 


() net revenue is gross revenue less the costs of the purchase of natural gas for resale, and the costs to purchase power under the PPA. 


@ EBITDA (operating income plus amortization) is provided to assist investors in determining the ability of AltaGas to generate cash from operations. 
This measure does not have any standardized meaning prescribed by Canadian generally accepted accounting principles and may not be 


comparable to similar measures presented by other companies. 


Revenue in 2002 decreased from 2001 primarily due to the lower natural gas price received in 2002 for 
natural gas sold in the Natural Gas Distribution and Energy Services segments. This reduction in revenue in 2002 was 
significantly offset by revenue from the sale of power from the PPA. 


Growth in net revenue was due to the impact of power sales, a higher natural gas distribution contribution 
from increased volumes associated with colder than normal weather in the AltaGas Utilities’ service area during 2002 


+ 


and increased extraction production. In the gas services component and the Natural Gas Distribution segment, net 


+ 


revenue better reflects performance than does revenue, as changes in the market price of natural gas purchased for 


resale affect both revenue and the cost of goods sold. 

Earnings before interest, taxes, depreciation and amortization (EBITDA) was $2.26 per share for 2002 
compared to $1.85 per share for 2001. The increase in EBITDA per share is primarily due to power sales combined 
with a small increase from the Natural Gas Distribution segment as a result of colder than normal weather. EBITDA 
includes a net gain from the sale of investments of $1.0 million in both 2002 and 2001. 


NET REVENUE BY SEGMENT CONSOLIDATED EBITDA CONSOLIDATED NET INCOME 
($ Millions) ($ Millions) ($ Millions) 


24.3 43.3 | 57. 16 | 95. 7.0 


| = = 44.2 | 
1 | 281 | 269 | 289 4 
| 

| 


88.2 108.1 99.6 


| 
| 


98 99 


®@ Energy Services 
Natural Gas Distribution 
) Gathering, Processing and Services 


Excludes Intersegment Eliminations 


250002" i) Aal tca.G ais, S-einy teres: inc: + 


Operating income increased in 2002 over 2001 primarily as a result of power sales offset by higher operating 
and administrative costs. 


For the year ended December 31, 2002, the 54 percent growth in net income was from power and the higher 
natural gas distribution contribution from increased volumes associated with colder than normal weather. Net income in 
2002 and 2001 includes gains on the sale of investments of $0.6 million and $0.8 million, respectively. Net income, 
excluding gains from sale of investments, was $0.66 per share in 2002 compared to $0.47 per share in 2001. 


The per share results reflect 42.3 million average basic shares outstanding for the year ended December 31, 
2002 compared to 38.2 million average basic shares outstanding for the year ended December 31, 2001. AltaGas 
closed a public offering of 6,825,000 common shares on June 7, 2002. 


Results by Operating Segment 

On January 1, 2002 AltaGas began reporting consolidated financial and operating results on the basis of three 
business segments: Gathering and Processing, Energy Services and Natural Gas Distribution. Gathering and 
Processing includes natural gas field gathering and processing facilities, ethane and natural gas liquids extraction plant 
interests, natural gas transmission pipelines and third party facility operations. Energy Services includes power services, 
gas services, and oil and natural gas production. Natural Gas Distribution includes AltaGas’ wholly-owned subsidiary 
AltaGas Utilities Inc. and the Company’s one-third interest in Inuvik Gas Ltd., a company that distributes natural gas 
within the Town of Inuvik. Prior to 2002 gas services and oil and natural gas production were included in the Gathering, 
Processing and Services segment. 


Gathering and Processing and Energy Services 

The Gathering and Processing and Energy Services segments’ 2001 results have been combined for the purposes of 
discussion and analysis. It is not practical to separate the results for gas services, and oil and natural gas production 
from the 2001 Gathering, Processing and Services results due to the sharing of certain costs. 


FINANCIAL RESULTS 


($ millions, unless otherwise noted) 2002 2001 % Change 
Revenue 
Gathering, Processing and Services 448.1 
Gathering and Processing 106.1 n/a 
Energy Services 347.3 n/a 
453.4 448.1 1 


Net revenue 


Gathering, Processing and Services 108.1 
Gathering and Processing 99.6 n/a 
Energy Services 44.2 n/a 
143.8 108.1 33 


Operating income 


Gathering, Processing and Services GoZ 
Gathering and Processing 27.1 n/a 
Energy Services 24.0 n/a 
Site Cow 45 
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OPERATING STATISTICS 


($ millions, unless otherwise noted) 2002 2001 % Change 


Gathering and Processing 


Processing capacity (gross Mmcf/d) 842 768 10 
Processed throughput (gross Mmcf/d) ” 532 498 7 
Capacity utilization (percent) © 63 65 (3) 
Average working interest (percent) " 88 88 = 
Extraction inlet capacity (Mmcf/d) 349 219 59 
Extraction production (Bbls/d) ° 3,399 2,618 30 
Transmission volumes (Mmcf/d) 106 47 126 


Energy Services 
Volume of power sold (thousands of MW/h) 2,669 n/a n/a 


Average price received on the sale of power ($/MW/h) ©) 41.27 na n/a 


As at December 31 

Fourth quarter average 

Average for the year 

Processed throughput includes Wabasca from November 1, 2002. Proforma for the full quarter would result in 65 percent capacity utilization. 


Excludes condensate pipeline volumes 


Revenue from Gathering and Processing and Energy Services increased primarily due to power sales, 
partially offset by the lower price of gas received from gas services. Gas services are primarily margin based, with 
revenue increases closely tracked by increases in costs to purchase natural gas. Revenue, net of this commodity 
impact (net revenue), increased as a result of power sales from the PPA acquired in late 2001. 


Throughput volumes in the field gathering and processing component increased in the fourth quarter of 
2002 due to the acquisition of eight Wabasca field gathering and processing facilities effective November 1, 2002. 
Excluding Wabasca, gross average throughput in the field gathering and processing component remained relatively 
flat for 2002 despite significantly lower levels of drilling activity compared to 2001. Although AltaGas tied fewer gas 
wells into its facilities during 2002 it was able to substantially offset natural declines related to gas reserves with 
minimal investment in capital infrastructure. 


Transmission volumes increased in 2002 compared to 2001 due to the conversion of portions of an AltaGas 
gathering system in the Cold Lake area into a transmission pipeline, and the acquisition of a small pipeline at Battle 
Lake, Alberta. Volumes in the transmission business further increased in December 2002 with the acquisition of the 
Suffield transmission pipelines. 


In the extraction component, average production increased in 2002 compared to 2001 largely due to 
increased ethane volumes processed. Extraction inlet capacity increased in 2002 compared to 2001 due to the start- 
up of the Joffre ethane extraction plant in December 2002. 
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AltaGas is not in the business of exploration and development of natural gas reserves. However, associated 
with facility acquisitions, AltaGas has accumulated a portfolio of oil and natural gas reserves that it continues to hold 
and produce to act as natural hedges to other business activities. 


Operating income increased due to power sales, offset by higher operating and administrative expenses. 


Natural Gas Distribution 
The Natural Gas Distribution segment includes AltaGas Utilities Inc. (AltaGas Utilities or AUI) and AltaGas’ one-third interest 
in Inuvik Gas Ltd. 


FINANCIAL RESULTS 


($ millions, unless otherwise noted) 2002 2001 % Change 
Revenue 94.3 120.6 (22) 
Net revenue 28.9 26.9 7 
Operating income 8.8 2 uf 


Operating statistics 


Volume of natural gas distributed 


Sales (Bcf) 14.2 13.0 fe) 
Transportation (Bcf) 7.6 7.9 (4) 
Degree day variance (percent) ” 7.8 (3.4) = 
Number of customers © 58,499 57,542 2 


"Excludes Inuvik Gas Ltd. 
® Variance from 20 year average. Positive variances are favourable 
® At December 31 


The decrease in Natural Gas Distribution revenue in 2002 was largely due to the impact of lower natural gas 
prices during 2002. Colder than normal weather in 2002 when compared to warmer than normal weather in 2001 
resulted in higher sales volumes which partially offset the impact of the lower natural gas price. 


AltaGas Utilities’ revenue is affected by changes in the market price of natural gas. However, profitability is 
unaffected by changes in the cost of gas as AltaGas Utilities, subject to approval by the Alberta Energy and Utilities 
Board (AEUB), is permitted to pass the actual cost of natural gas through to its customers. Consequently, it is more 
relevant to view revenue net of the cost of gas. The majority of Natural Gas Distribution net revenue is generated from 
AltaGas Utilities. Net revenue for AltaGas Utilities for the year ended December 31, 2002 was seven percent higher 
than for 2001. This increase in net revenue is due to weather conditions which were 7.8 percent colder than the 20 
year rolling average in 2002 compared to 2001 which were 3.4 percent warmer than the 20 year rolling average. 
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Natural gas distribution companies are provincially regulated as to natural gas tariffs for sales and 
transportation. The AEUB approves AltaGas Utilities’ customer rates based on anticipated sales as well as the 
revenue required to recover estimated costs of service and a fair return on the rate base. The rate base generally 
consists of the aggregate of the utility’s approved investment in plant, property and equipment in service less 
accumulated depreciation plus an allowance for working capital. The net rate base excludes “no-cost capital’ which is 
contributions in aid of construction from customers and grants from governments. AltaGas Utilities filed a general rate 
application in September 2000 for the years 2000, 2001 and 2002. A decision on the application by the AEUB was 
received in early 2002. There were no material adjustments required in 2002 from the decision as a provision for a 
rate reduction was made in 2001. 


Net revenue for Inuvik Gas Ltd. (IGL) was $0.4 million for the years ended December 31, 2002 and 2001. At 
December 31, 2002 IGL had a customer base of 616 compared to 555 at December 31, 2001. Increased sales from 
new customers offset the reduced sales volumes from warmer weather in 2002 compared to 2001. 


The natural gas distribution business is highly seasonal with the majority of AltaGas’ natural gas deliveries 
occurring during the winter heating season from November to March. The majority of natural gas sales are to the 
residential and small commercial markets that are weather sensitive. Gas sales during the winter typically account for 
approximately two-thirds of annual gas distribution revenue, resulting in strong first and fourth quarter results and 
second and third quarters that show either small profits or losses. AltaGas Utilities’ service area experienced unusually 
cold weather in the second quarter of 2002. 


Operating income increased due to colder than normal weather offset by higher operating and administrative 
expenses primarily related to increased insurance and employee benefit costs. 


Consolidated Expenses 


($ millions) 2002 2001 % Change 
Operating and administrative 74.2 64.4 15 
Amortization 35.8 AM foe 32 
Interest expense 18.1 15.9 14 


Income taxes out 8.9 47 


Operating and Administrative 

Approximately 70 percent of the increase in AltaGas’ operating and administrative expenses related to an increase in 
administrative costs required to support AltaGas’ growth in field gathering and processing, extraction, transmission and 
power. The remaining 30 percent related to an increase in operating expenses primarily from the field gathering and 
processing component due to the full year impact of the 2001 field gathering and processing facility expansions and 
acquisitions. The acquisition of the Suffield transmission pipelines and Wabasca field gathering and processing facilities, 
and the start up of the Joffre ethane extraction plant will increase operating and administrative costs for 2008. 
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Amortization 


The increase in amortization primarily relates to the acquisition of the PPA on December 28, 2001. The remaining 
increase in amortization reflects the full year impact of activity largely undertaken during 2001 including the investment 
in expansions of existing field gathering and processing facilities, well tie-ins and the acquisition of new facilities and 
oil and natural gas production. Amortization will continue to increase further in 2008 due to the late 2002 acquisition 
of the Suffield transmission pipelines and Wabasca field gathering and processing facilities, the start-up of the Joffre 
ethane extraction plant and the expansion of the Encana-operated Empress extraction plant. 


Interest Expense 

AltaGas’ interest expense increased in 2002 due to higher average debt balances outstanding throughout the year 
partially offset by lower interest rates. The higher debt levels in 2002 were primarily attributable to the debt incurred to 
fund the purchase of the PPA on December 28, 2001 and the funding of 2001 capital construction projects. 
Offsetting increases in debt were $58.8 million in gross proceeds from the June 2002 equity offering and $70.8 million 
in funds generated from operations. AltaGas’ weighted average cost of borrowing decreased to 5.6 percent in 2002 
compared to 6.7 percent in 2001 due to a larger proportion of the debt in 2002 being lower cost floating rate debt. 


Income Tax 

Income tax expense increased for 2002 compared to 2001 due to higher net income, largely from the PPA, and due 
to the increase in large corporations tax on an increased capital base. The majority of the income was not cash 
taxable due to the capital cost allowance available as a result of capital investment in gathering and processing 
operations. The field gathering and processing business qualifies for federal resource allowance, which reduces the 
effective tax rate of income tax. Income tax expense was provided at an effective rate of 31.29 percent in 2002 
compared to 32.47 percent in 2001. The reduction in the effective rate was primarily related to the reduction in the 
federal and provincial statutory rates. 


NET ADDITIONS TO 
CAPITAL ASSETS TO LRA (DEsBil; 


($ Millions) ($ Millions) 


216.4 105.7 92.6 4 160.3 151.9 216.9 383.9 419.5 


Sits 
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Net Additions to Capital Assets 


Reclassify 
($ millions) 2002 Segments 2001 2000 1994 -1999 Total 
Gathering and Processing 157.8 (80.3) 86.2 88.2 280.7 582.6 
Energy Services 1.5 80.3 - - - 31.8 
Natural Gas Distribution 3.7 = 5.4 4.4 152.3 165.8 
163.0 - 91.6 92.6 433.0 780.2 


Capital assets grew to $780.2 million in 2002 from $617.2 million in 2001. Net additions to capital assets of $30.3 
million were reclassified from the Gathering and Processing segment to the Energy Services segment in 2002 to align 
with the current reportable business segments. 


The majority of the 2002 capital invested in the Gathering and Processing segment was related to the 
acquisition of the Suffield transmission pipelines and Wabasca field gathering and processing facilities for $114.7 million. 
The Company invested $22.9 million in the construction of the Joffre ethane extraction plant which began to produce 
natural gas liquids in December 2002. Interest of $0.7 million was capitalized to the cost of construction of the Joffre 
facility during 2002. 


The Natural Gas Distribution segment net additions to capital assets are associated with expansions in 
existing franchise areas, new subdivision development and routine system betterment projects. Capital assets are net 
of customer contributions, government grants and asset retirements. 


Energy Services Arrangements and Contracts 

On December 28, 2001 AltaGas, through the ASTC Power Partnership, acquired a 50 percent interest in the 706 
megawatt Sundance B power purchase arrangement associated with two units of the Sundance B power generation 
plant. The Company invested $111.9 million for the right to purchase and sell 353 megawatts of power. 


The Electric Utilities Act (EUA) provides the framework for Alberta’s electric utility industry. Under the EUA, on 
January 1, 2001 existing generation was deregulated and auctioned by the Government of Alberta through a system 
of long-term PPAs. The ASTC Power Partnership is obligated to pay TransAlta Utilities Corporation (TransAlta), the 
owner of the power generation units, fixed and variable costs, including a fair return on common equity over the 
remaining term of the PPA to December 31, 2020. 


LIQUIDITY AND CAPITAL RESOURCES 

AltaGas believes that its access to debt and equity markets, unutilized bank credit facilities and funds generated from 
operations will provide the Company with access to sufficient capital resources and liquidity to fund existing 
operations, dividend distributions, and acquisition and expansion opportunities in 2008. A description of the 
Company’s credit facilities is provided in Notes 7 and 8 to the consolidated financial statements. 


Funds generated from operations in 2002 increased 41 percent to $70.8 million from $50.2 million in 2001. 
The increase in 2002 funds generated from operations primarily reflects higher earnings. 
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AltaGas had a working capital deficit of $27.2 million compared to a deficit of $66.3 million at the end of 
2001. The 2001 working capital deficit was created by drawing $100.0 million against a bridge credit facility to fund 
the acquisition of the PPA in late December 2001. In 2002 the working capital deficit decreased due to proceeds from 
the June 2002 equity offering and funds generated from operations being applied to reduce the bridge credit facility, 
offset by capital expenditures. 


FINANCING ACTIVITIES 

The use of debt or equity funding is determined by AltaGas on the basis of a target capital structure and is 
determined by considering the norms and risks associated with each of its business components and segments. 
AltaGas Services Inc. funds all subsidiary borrowings. The Company’s long-term target is to maintain debt at 
approximately 50 to 55 percent of total capital, which reflects the stability of AltaGas’ earnings from its diversified 
portfolio of assets. AltaGas believes this target enables the Company to take advantage of attractive investment 
opportunities when they arise. AltaGas’ credit facility agreements and the Company’s trust indenture allow for a debt 
to total capitalization ratio of 65 percent. 


In December of 2002 AltaGas acquired the Suffield transmission pipelines and Wabasca field gathering and 
processing facilities for $114.7 million and in December 2001 AltaGas acquired the PPA for $111.9 million. The 
acquisitions in both years were fully funded by debt. Due to the late December closing of the acquisition, the increase 
in debt is reflected on the balance sheet, but there is minimal income earned in 2002 from the acquired assets. This 
influenced debt ratios at the end of 2002 and 2001. Debt as a percentage of total capitalization and debt to EBITDA 
for 2002 were 56 percent and 4.4 times, respectively. When debt and income associated with the Suffield 
transmission pipelines and Wabasca field gathering and processing facilities acquisitions is removed, debt as a 
percentage of total capitalization and debt to EBITDA improve to 48 percent and 3.2 times, respectively. For 2001 
debt as a percentage of total capitalization and debt to EBITDA were 60 percent and 5.4 times, respectively. When 
debt and income associated with the PPA acquisition is removed, debt as a percentage of total capitalization and 
debt to EBITDA improve to 51 percent and 3.9 times, respectively. 


On January 10, 2003, AltaGas filed a prospectus to renew its Medium Term Note (Notes) program initiated 
on September 27, 2000. The Notes may be issued from time to time over 25 months in the aggregate principal 
amount of up to $250.0 million. The Notes will have maturities of not less than one year and will be offered at prices 
and contain such other terms as may be determined at the time of issue. The net proceeds from the issue of the 
Notes will be added to the general funds of the Company to be used to reduce outstanding indebtedness, to finance 
capital expenditures and investments of the Company and for general corporate purposes. In 2000 the Company 
issued $100.0 million of unsecured Notes to finance capital expenditures and replace floating rate debt. These Notes 
mature on October 4, 2005 and have a coupon rate of 7.28 percent. 

AltaGas maintains investment grade credit ratings with two rating agencies. The Dominion Bond Rating 
Service rates the AltaGas’ Notes at BBB (low) with a stable trend, down from BBB in 2001. Standard and Poor’s 
(S&P) rates AltaGas’ senior unsecured debt at BBB- and the long-term Company credit at BBB- with a negative 
outlook. The rating agencies confirmed their ratings on the Notes on January 10, 2003 in conjunction with AltaGas’ 
filing of the renewal Medium Term Note Shelf Prospectus. 
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AltaGas implemented a Normal Course Issuer Bid through the facilities of The Toronto Stock Exchange on 
December 1, 2000. The Company renewed its Normal Course Issuer Bid for an additional 12 month period 
commencing December 2, 2002. Under the terms of the Normal Course Issuer Bid, the maximum number of AltaGas 
common shares the Company may purchase in open market transactions is 1,808,979 representing approximately 
five percent of the 36,179,578 AltaGas common shares outstanding as at November 26, 2002. AltaGas may make 
purchases of common shares from time to time during the course of the Normal Course Issuer Bid when 
management is of the view that the acquisition of such shares is the most appropriate use of AltaGas’ funds. 
Purchases are financed from cash on hand or credit facilities. During the period from December 1, 2001 through 
December 31, 2002 no shares were purchased. Shareholders may obtain a copy of the Notice of Intention to make a 
Normal Course Issuer Bid that the Company filed with The Toronto Stock Exchange by contacting AltaGas. 


As at December 31, 2002 the number of outstanding shares is 45,237,092, up from 38,495,877 at 
December 31, 2001. On June 7, 2002 AltaGas closed a public offering of 6,825,000 common shares, raising gross 
proceeds of $58.8 million. During 2002 proceeds from the issuance of equity to employees as a result of stock 
options exercised was $1.9 million compared to $1.4 million in 2001. 


AltaGas declared its first quarterly cash dividend on January 11, 2001. Total dividends of $0.28 per fully paid 
common share and preferred participating share in the capital stock of the Company were paid during the year ended 
December 31, 2002 compared to $0.18 per share during the year ended December 31, 2001. On August 13, 2002 
the Board increased the quarterly dividend per share to $0.08 per quarter. This is an increase from the quarterly 
dividend of $0.06 per share paid each quarter end from September 2001 to June 2002 and an increase from $0.03 
per share paid per quarter in March and June of 2001. Dividends are reviewed periodically by the Board of Directors, 
giving consideration to AltaGas’ growth related initiatives, financial position, financing requirements, cash flow and 
other relevant factors. 


To partially fund its $114.7 million acquisition of the Suffield transmission pipelines and Wabasca field gathering 
and processing facilities, AltaGas extended its $50.0 million non-revolving bridge credit facility to March 31, 2003. The 
balance of the acquisitions were financed through the Company’s extendible revolving credit facility. At year end 2002 the 
total drawn on AltaGas’ bank facilities was $319.5 million. Letters of credit totaling $18.9 million were also outstanding 
on the Company’s credit facilities. AltaGas expects to repay the bridge credit facility on March 31, 2003. Funds for debt 
retirements are generated through cash from operations, the issuance of replacement debt or share capital. 
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ACCOUNTING CHANGES 

Goodwill 

Effective January 1, 2002 the Company adopted the new recommendation of the Canadian Institute of Chartered 
Accountants with respect to goodwill and other intangible assets. The recommendation requires that goodwill no longer 
be amortized but be tested for impairment at least annually. Any permanent impairment in the value of goodwill is charged 
to earnings. The new method has been applied prospectively. The impact on the Company’s financial statements in 2002 
was not significant due to the small amount of goodwill recorded in the accounts at December 31, 2001. 


Stock Based Compensation Plan 

The new recommendation of the Canadian Institute of Chartered Accountants for stock based compensation plan was 
effective for the Company as of January 1, 2002. This new recommendation requires pro forma disclosure of the effect 

of fair value accounting for stock options where the fair value method is not applied. The Company continues to follow 

the intrinsic value method. Based on the number and fair value of options granted during the year ended December 31, 
2002, the effect on net income would not be significant and there would be no effect on net income per share. 


RISK MANAGEMENT 

AltaGas’ risk management activities are conducted in accordance with policies and guidelines established by the 
Board of Directors. The Company is exposed to risks resulting from changes in commodity prices and interest rates. 
Additionally, AltaGas faces other risks including payment default by its customers, operational and industry risks 
related to its midstream facilities, and risks stemming from regulatory approvals and change. AltaGas also has a 
responsibility to maintain compliance with environmental laws and regulations. 


Commodity Price Risk and Credit Risk Measurement, Monitoring and Reporting 
AltaGas is exposed to market risks resulting from changes in commodity price. The Company manages its exposure 
to these risks through the use of various physical and financial instruments. The Company’s Commodity Risk 
Management Policy details the parameters used to measure, monitor and report commodity price risks. It also 
includes risk management guidelines and objectives, risk tolerance and approved products. This policy prohibits the 
use of physical and financial instruments for speculative purposes. 


AltaGas uses a variety of risk metrics to highlight areas of market and credit risk exposures. Through regular 
monitoring and reporting of the metrics to management, AltaGas takes steps to mitigate market and credit risk. 


Commodity Price Risk 

Natural Gas and Natural Gas Liquids Prices 

AltaGas buys natural gas for sale to various markets. The purchase price paid to producers at field plants is a 
netback price resulting from the market price achieved, less direct transportation and a fixed fee to AltaGas. In cases 
where AltaGas purchases or sells natural gas at a fixed price, it enters into offsetting transactions to lock in margins 
and mitigate risk. 
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Contract arrangements at AltaGas’ extraction facilities provide for both fee for service and margin based 
revenue. Approximately 70 percent of all December 31, 2002 inlet volumes processed capture a fee for service and 
bear no commodity price risk. The margin received from processing the remaining inlet volumes is subject to the 
spread between the price received for the natural gas liquids (NGLs) extracted and the price paid for the natural gas 
purchased to make up the heating value of the NGLs extracted, after subtracting operating costs. If commodity 
prices or operating costs make NGL extraction uneconomical, the NGLs may be reinjected or the facilities shut in. 


Electricity Prices 

AltaGas, through the ASTC Power Partnership, has a 50 percent interest in a 706 megawatt PPA which provides the 
right to purchase power from the coal-fired Sundance B power generation plant. AltaGas’ revenue from sales related to 
the PPA is subject to Alberta electricity market factors such as fluctuating supply and demand, which may be affected 
by weather, customer usage, economic activity and growth. AltaGas reduces its exposure to floating electricity prices 
by supplying internal electrical demand requirements and locking in margins with financial instruments at levels 
consistent with the Company’s hedging strategy. The hedging strategy targets the optimal balance between operating 
margin certainty and operational flexibility and is targeted at 65 percent for three to five years out. 


Credit Risk 

AltaGas is exposed to credit-related losses in the event that counterparties to contracts fail to fulfill their present or 
future financial obligations to AltaGas. The Company minimizes counterparty risk by conducting credit reviews on 
clients prior to providing services, by participating in contract negotiations to include credit mitigation clauses and by 
obtaining financial or performance assurances from clients. AltaGas provides an allowance for doubtful accounts in 
the normal course of its business. 


Interest Rate Risk 

AltaGas targets to have a minimum 70 to 75 percent of its debt at fixed interest rates. AltaGas reduces financing 
costs and minimizes the effect of future interest rate movements on its cash flows through the use of interest rate 
swaps and through fixed rate debt alternatives such as the Company’s Medium Term Note program. At December 
31, 2002 the Company had fixed interest rates on $70.0 million of its floating rate debt through interest rate swaps. At 
year end approximately 40 percent of the Company's total debt, including its Medium Term Notes and swaps, was at 
fixed interest rates as compared to 53 percent at December 31, 2001. The fixed rate portion of debt at year end 
2002 was lower than the target range due to the additional floating rate debt incurred to finance the acquisition of the 
Suffield transmission pipelines and Wabasca field gathering and processing facilities on December 19, 2002. 


Operational Risk 

AltaGas’ operations are subject to the risks normally associated with the operation and development of natural gas 
facilities and pipelines, including unusual or unexpected environmental and safety conditions, occurrence of acts of 
civil disobedience or disruption which could result in personal injuries, loss of life and damage to property. The 
Company minimizes these risks through safety programs and risk management, including insurance coverage at 
levels maintained by prudent plant owner operators. In addition, the Company believes that operational risk is best 
managed by maintaining control over the timing of capital expenditures, operational decisions and costs by becoming 
the operator of the facilities in which it invests. At the end of 2002, AltaGas operated 90 percent of the facilities in 
which it had an interest. 
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Throughput at AltaGas’ field gathering and processing facilities is influenced by producers’ drilling activities, 
which are often dependent on the price of natural gas. AltaGas actively pursues opportunities to maintain or increase 
throughput at all of its field gathering and processing facilities and has been successful in offsetting natural production 
declines. Some of AltaGas’ gathering and processing contracts provide for dedicated lands or areas of mutual 
interest or minimum volume throughput. These provisions mitigate the impact of volume declines, generate additional 
volumes for gathering and processing at its facilities and encourage expansion into areas where AltaGas’ facilities are 
located. The majority of AltaGas’ facilities are skid-mounted and can be moved to areas with favourable production 
potential should a particular area’s production decline significantly. 


In the power business, TransAlta is obligated to provide AltaGas financial compensation to a stated target 
availability level regardless of actual generation of electricity from the Sundance B units. This is accomplished by a 
financial payment on the difference of actual generation below target availability level multiplied by the Rolling 30-Day 
Average Pool Price (RAPP). During these undergeneration periods AltaGas has financial exposure on the difference 
between the Alberta spot price and the RAPP. This exposure is minimized through two unit diversification, unit 
contingent hedges, basis swaps and/or replacement power purchases. 


The other significant operational risk relates to potential force majeure events. In the event of a force majeure 
that is significant enough to cause termination of the PPA, the buyer of the PPA is entitled to a Termination Payment 
from the Balancing Poo! equal to the net present value of the amortized PPA purchase price to that date. AltaGas has 
further minimized the risk of a force majeure event to a particular unit by diversifying its supply over two Sundance B 
units, entering into unit contingent hedges and executing independent backstopping arrangements to supply 
electricity in the event of a force majeure. 


Regulatory 

AltaGas faces utility regulatory risk through its 100 percent ownership of AltaGas Utilities. The AEUB approves AltaGas 
Utilities’ customer rates based on anticipated sales as well as the revenue required to recover estimated costs of service 
and a fair return on the rate base. In 2002 the AEUB allowed AltaGas Utilities a 9.7 percent rate of return on common 
equity and a common equity component of 25 percent of the gross rate base (41 percent of the net rate base). 


In November 2002 AltaGas Utilities filed the second phase of its current General Rate Application (GRA) with 
the AEUB. Regulatory practice in the Province of Alberta is for the utility and its customers to negotiate an agreement 
and file the agreement with the AEUB for approval. Negotiations commenced in January 2003 and are in process. In 
October 2001, the AEUB issued a decision stemming from a generic proceeding held to deal with, in part, gas rate 
unbundling. AltaGas Utilities was the first natural gas utility in Alberta to have issues of gas rate unbundling as part of 
its GRA since the AEUB’s unbundling decision. The issue of rate unbundling carries with it a small but potential risk of 
unrecoverable or stranded costs. AltaGas Utilities will pursue an unbundling methodology that will mitigate this risk. 
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Environment 

AltaGas is committed to meeting its responsibilities to protect the environment wherever it operates. The Company’s 

mandate is to fully comply with all environmental laws and regulations and to immediately and efficiently deal with any 
environmental incidents. AltaGas believes that the cost of complying with current environmental laws and regulations 

has not had and will not have a material effect on the Company’s financial position. 


In respect of the Kyoto Protocol on Climate Change (Kyoto), although the implementation of federal and 
provincial legislation and related regulations are likely to take several months and perhaps years to enact, AltaGas is 
embarking on a program to quantify its current level of greenhouse gas emissions. In this way, the Company will be in 
a position to proactively develop a strategy to reduce greenhouse gas emissions consistent with federal and provincial 
legislation and regulations as they are enacted and communicated. At this time, AltaGas cannot definitively determine 
whether or not the impacts of Kyoto will have a material effect on its financial position. 


OUTLOOK 

The Petroleum Services Association of Canada predicts that 17,500 wells will be drilled in 2008, 11 percent higher 
than 2002 as a result of current strong commodity prices. Increasing natural gas prices are encouraging producers to 
spend more capital in exploration and development. 


AltaGas’ extraction business will continue to grow in 2008. In addition to the investment in the Joffre Ethane 
Extraction Plant (Joffre) contributing a full year of operating income in 2008, the Company has committed $5.5 million 
to an expansion of the EnCana-operated Empress (Empress) extraction plant located near Empress, Alberta. Joffre 
began operations on December 17, 2002 and Empress is expected to be in service in the third quarter of 2008. The 
investment in these two projects will provide a mix of stable fee for service and margin-based revenue. 


On December 19, 2002 AltaGas acquired the Wabasca System in Northeastern Alberta. The Wabasca 
system includes eight field gathering and processing facilities and opens up a new operating area for AltaGas. The 
Wabasca System adds capacity of 75 Mmcf/d and current throughput of approximately 35 Mmcf/d of natural gas. 
AltaGas sees substantial growth opportunities as significant large blocks of undeveloped land exist within the existing 
60-township catchment area of the gathering system. 


On December 19, 2002 AltaGas acquired 100 percent of the shares of the EnCana Suffield Gas Pipeline Inc. 
(now AltaGas Suffield Pipeline Inc.) which owns two natural gas pipelines at Suffield Alberta. The two pipelines each 
have 200 Mmct/d of transmission capacity and current throughput of approximately 220 Mmcf/d. AltaGas sees an 
expanded transportation role for the Suffield transmission pipelines and will work with potential shippers to develop 
transportation opportunities to maximize the pipelines’ capabilities. 


AltaGas expects to deliver strong power results in 2003 as a result of the Company’s program to manage 
fluctuations in the price of power by locking in power margins through forward sales. Substantially all of AltaGas’ power 
has been sold forward for 2003 and the Company expects to realize between $43.00 per MWh and $45.00 per MWh. 


Heritage Gas Limited (Heritage Gas), a Nova Scotia based company owned by AltaGas (24.9 percent), 
SaskEnergy International Inc., a subsidiary of SaskEnergy Inc. (60.1 percent) and Scotia Investments Limited, a 
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private investment holding company (25.0 percent) filed an application on August 16, 2002 for the right to distribute 


natural gas to certain counties in Nova Scotia. On February 7, 2008 a decision was rendered by the Nova Scotia 


Utility and Review Board granting Heritage Gas a full regulation class franchise for a period of 25 years. Heritage will 


make a decision about accepting the franchise and associated conditions by early March 2003. If Heritage Gas 


accepts the franchise and associated conditions, Heritage Gas expects to have a limited number of customers on 


natural gas service during 2003 and an aggressive marketing campaign underway culminating in significantly more 


customers being connected in 2004 and beyond. 


SENSITIVITY ANALYSIS 


The following table illustrates the anticipated effects of economic and operational changes on AltaGas’ 2008 net income. 


Factor 


Increase or Decrease 


Increase or Decrease 


Net Income Per 


Diluted Share 


Field gathering and processing volumes at existing facilities 
Field gathering and processing operating margin per mcf 
Electricity prices 

Natural gas prices 

Natural gas liquids fractionation spread 

Interest rates 

Degree days "” 


Change in allowed ROE ® 


Five Mmcf/d 
One cent 

$1 per MWh 
$0.50/mcef 

$1 per Bbl 

25 basis points 
Ten percent 


One percent 


$ 


PA Base fe Ff 


0.014 
0.027 
0.006 
0.005 
0.004 
0.004 
0.019 
0.008 


") Degree day — The cumulative extent to which the daily mean temperature falls below 18 degrees Celsius. Normal degree days are based on a 20 


year rolling average. The 10 percent sensitivity is relative to the 20 year rolling average. 


® The change in allowed ROE pertains to AltaGas Utilities Inc. 
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS 


Management recognizes that it is responsible for the preparation of the consolidated financial statements and is 
satisfied that these statements have been prepared using Canadian generally accepted accounting principles and are 
within reasonable limits of materiality. Further, management is satisfied that the financial information contained in this 
annual report is consistent with that presented in the consolidated financial statements. The Company’s internal 
controls and systems are designed to provide reasonable assurance that its assets are safeguarded and to facilitate 
the preparation of relevant, reliable and timely information. 


External auditors have been engaged by the Company to examine the consolidated financial statements. 
The Audit Committee of the Board of Directors has reviewed these statements with the external auditors and 
management and has reported its findings to the Board. The Board of Directors, on the recommendation of the Audit 
Committee, has approved the consolidated financial statements contained in this report. 


VIA Sp a Ne 


David W. Cornhill Patricia M. Newson 
Chairman of the Board, President and Senior Vice President Finance and 
Chief Executive Officer Chief Financial Officer 


February 14, 2003 
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To the Shareholders of AltaGas Services Inc. 

We have audited the consolidated balance sheets of AltaGas Services Inc. as at December 31, 2002 and 2001 and 
the consolidated statements of income and retained earnings and cash flows for the years then ended. These 
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion 
on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial statements 
are free from material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 2002 and 2001 and the results of its operations and its cash flows for 
the years then ended in accordance with Canadian generally accepted accounting principles. 


Erx at ¢ Tg fe LP 
Calgary, Canada 


February 14, 2003 Chartered Accountants 


CONSOLIDATED BALANCE SHEETS 


as at December 31 
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($ thousands) 2002 2001 
ASSETS 
Current assets 
Accounts receivable $ 98,996 $ 58,289 
GST and income taxes recoverable - 10,856 
Inventory 3,770 3,161 
Other 5,180 11,884 
107,946 79,190 
Capital assets (note 3) 647,703 508,859 
Energy services arrangements and contracts (note 4) 107,030 112,268 
Goodwill (note 5) 18,860 815 
Future income taxes (note 12) 208 209 
Investments and other assets (note 6) 7,450 7,655 
$ 889,197 $ 708,996 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities 
Accounts payable and accrued liabilities $ 77,165 $ 48,343 
Short-term debt (note 7) 50,555 100,000 
Other 7,397 2,114 
135,117 145,457 
Long-term debt (note 8) 368,943 283,866 
Deferred revenue and other 807 1,957 
Future income taxes (note 12) 48,070 WAS ie) 
417,820 303,336 
Shareholders’ equity 
Share capital (note 10) 264,290 205,046 
Retained earnings 71,970 Some 
336,260 260,203 
$ 889,197 $ 708,996 


Commitments (notes 4, 7, 9 and 11) 


See accompanying notes to the consolidated financial statements 


Approved on behalf of the Board of Directors: 


eT 


Director 
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CONS OEIDATEDSsS TAT EM ENTES Ore 


for the years ended December 31 


INCOME AND RETAINED EARNINGS 


($ thousands except per share amounts) 2002 2001 
REVENUE 
Operating $ 483,459 $ 488,839 
Other 625 936 
484,084 489,775 
EXPENSES 
Cost of sales 314,210 354,734 
Operating and administrative 74,179 64,423 
Amortization 
Capital assets 29,773 27,097 
Energy services arrangements and contracts 6,026 145 
424,188 446,399 
Operating income 59,896 43,376 
Interest expense (notes 7, 8 and 9) 
Short-term debt 2,589 - 
Long-term debt 15,559 15,828 
Income before income taxes 41,748 27,548 
Income taxes (note 12) 13,062 8,944 
Net income 28,686 18,604 
Retained earnings, beginning of year SOmOn 43,933 
Dividends (11,873) (6,898) 
Common shares purchased for cancellation (note 10) - (482) 
Retained earnings, end of year $ 71,970 SS SIZ 
Net income per share (note 10) 
Basic $ 0.68 $ 0.49 
Diluted $ 0.67 $ 0.49 


See accompanying notes to the consolidated financial statements 


CONSOLIDATED STATEMENTS OF CASH FLOWS 


for the years ended December 31 
($ thousands) 


2002 


Services 


Cash from operations 

Net income 

Items not involving cash: 
Amortization 
Future income taxes 
Gain on sale of assets and investments 
Equity income 
Other 


Funds generated from operations 
Increase (decrease) in deferred revenue and other 


Net change in non-cash working capital (note 13) 


Investing activities 
Acquisition of capital assets (note 2) 
Additions of capital assets 
Disposition of capital assets 
Acquisition of energy services arrangements and contracts 
Acquisition of investments and other assets 


Disposition of investments and other assets 


Financing activities (note 13) 
Increase in operating loans 
Dividends 
Net proceeds from issuance of common shares (note 10) 


Common shares purchased for cancellation (note 10) 


Change in cash 


Cash, beginning of year 


Cash, end of year 


2002 2001 
$ 28,686 $ 18,604 
35,799 27 242 
6,840 6,275 
(997) (2,479) 
371 28 
111 549 
70,810 50,219 
(1,150) 97 
5,621 (4,915) 
75,281 45,401 
(118,107) = 
(40,635) (96,834) 
1,750 4,571 
(789) (111,938) 
(2,145) (2,273) 
2,691 1,937 
(157,235) (204,537) 
35,632 166,938 
(11,873) (6,898) 
58,195 1,359 
- (2,263) 
81,954 159,136 


$ = 


$ on 


See accompanying notes to the consolidated financial statements 


Inc. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


(tabular amounts in thousands of dollars) 


NOTE 1. Summary of Significant Accounting Policies 
These consolidated financial statements are prepared in accordance with Canadian generally accepted accounting principles. 


Significant accounting policies are summarized below: 


Basis of Presentation 
These consolidated financial statements include the accounts of AltaGas Services Inc. (AltaGas or the Company) and all of its wholly- 


owned subsidiaries, and its proportionate interest in the ASTC Power Partnership. 


The Company’s subsidiary, AltaGas Utilities Inc. is engaged in the distribution and sale of natural gas in various communities located 
within the Province of Alberta and is regulated by the Alberta Energy and Utilities Board (AEUB). These regulations cover such matters 
as tariffs, rates, construction, operations, financing and accounting. AltaGas Utilities Inc.’s accounting policies conform to generally 


accepted accounting principles in the utility industry and reflect the policies established from time to time by the AEUB. 


The Company has entered into joint venture arrangements, and accordingly the accounts reflect only the Company’s proportionate 


interest in these activities. 
Certain comparative figures have been reclassified to conform to the current financial statement presentation. 


Inventory 
Materials and supplies are valued at the lower of average cost and replacement cost. Natural gas inventories are valued at the lower 


of cost or market. 


Capital Assets and Amortization 

Capital assets are recorded at cost, except for regulated natural gas distribution assets which are recorded at cost plus an allowance, 
at rates authorized by the AEUB, for interest during construction. Contributions in aid of construction of natural gas distribution assets 
are deducted from the cost of acquiring property, plant, and equipment, with subsequent amortization calculated on the net cost. 


Interest incurred to finance long term construction projects is capitalized during the construction period. 


Amortization, based on original cost without regard to salvage values, is calculated on a straight-line basis over the estimated useful 
lives of the capital assets, except for regulated natural gas distribution assets, where amortization is calculated on a straight-line basis 


at rates approved by the AEUB: 


Gathering and Processing 
Gathering and processing assets 15 — 25 years 


Other assets 1 —5 years 


Natural Gas Distribution 
Natural gas distribution assets 2-83 percent 


Other assets 7 percent 


Future removal and site restoration costs in excess of expected salvage values are charged to income over the expected useful life of 
the gas plant or gathering line. Decommissioning costs, potential environmental clean-up costs and costs to restore gas plant and 


gathering line sites to original condition are estimated based on costs and regulations in effect at year end. These costs and salvage 
values are evaluated annually. 


AltaGas follows the full cost method of accounting for oil and gas exploration and development activities. Capitalized costs are 


accumulated in a single cost centre and amortized to income over the production life of proved reserves. 
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Energy Services Arrangements and Contracts 


Energy services arrangements and contracts are recorded at cost and amortized on a straight-line basis over their term. 


The power purchase arrangement (PPA) is the right to the committed generating capacity of two regulated Alberta generating units. 
The Company is obligated to make payments to the owners of the underlying generating units over the remaining term of the PPA to 
December 31, 2020. Such amounts are recorded as cost of sales as incurred. Revenue from the sale of the committed electricity is 


recorded when delivered. 


Goodwill 

Effective January 1, 2002 the Company adopted the new recommendation of the Canadian Institute of Chartered Accountants with 
respect to goodwill. The recommendation requires that goodwill no longer be amortized but be tested for impairment at least annually. 
Any permanent impairment in the value of goodwill is charged to earnings. The new method has been applied prospectively. Previously 
goodwill was amortized over 30 years. The effect of adopting this accounting recommendation was a reduction in amortization during 


2002 of $28 thousand and an increase in net income for the year of $18 thousand. 


Goodwill represents the excess purchase price of an acquired business over the fair value of the net assets acquired. Goodwill is tested 


at least annually for impairment by comparing the fair value of the associated reporting unit with its book value. 


Short-term Debt 
Effective January 1, 2002 AltaGas prospectively adopted the new recommendation of the Canadian Institute of Chartered Accountants 
with respect to the classification of callable debt on the balance sheet. As a result, the Company’s demand operating credit facility has 


been reclassified as current. 


Long-term Investments 
Investments in companies in which AltaGas has the ability to exercise significant influence are accounted for by the equity method. 
Other long-term investments are recorded at cost. An other than temporary impairment in value of an investment is charged against 


income when determined. 


Derivative Instruments 

AltaGas enters into financial derivative contracts such as swaps and collars to manage exposure to fluctuations in commodity prices 
and interest rates. These contracts are designated as hedges and gains and losses relating to such contracts are deferred and 
recognized in the same period and financial statement category as the corresponding hedged transaction. If financial derivative 
contracts cease to be effective as hedges, any cumulative gains or losses arising prior to such time continue to be deferred over the 


period of the original hedged transaction. Changes in the fair value of the derivative contracts arising subsequent to where they are no 


longer effective as hedges are recognized as adjustments to income. 
AltaGas also enters into commodity derivative contracts which require the future delivery of commodities at fixed prices. These 


contracts are not recognized in the financial statements until they are settled. 


Revenue Recognition 
Revenue for gathering and processing services is recorded as the services are rendered. Energy marketing revenue is recognized at 


the time the product is delivered. 
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Stock Based Compensation Plan 

The Company follows the intrinsic value method of accounting for stock based compensation plans whereby no compensation 
expense is recognized for stock options granted to employees or directors unless the market value of the stock exceeds the options 
exercise price at the date of grant. Consideration paid by employees or directors on the exercise of stock options is credited to share 


capital. Options are issued at current market value, consequently no compensation expense is recorded. 


Effective January 1, 2002 the Company prospectively adopted the new recommendation of the Canadian Institute of Chartered 
Accountants with respect to stock based compensation. This new recommendation requires pro forma disclosure of the effect of fair 


value accounting for stock options where the fair value method is not applied. 


Pension Plans and Retirement Benefits 

The cost of defined benefit pension and other retirement benefit plans is actuarially determined using the projected benefit method 
prorated on service and management’s best estimate of expected plan investment performance, salary escalation, retirement ages of 
employees and expected health care costs. For purposes of calculating the expected return on plan assets, those assets are valued 
at fair value. The excess of the net actuarial gain or loss over 10 percent of the greater of the benefit obligation and the fair value of 
plan assets is amortized over the average remaining service life of the employee group. Transitional obligations are being amortized 


over the remaining service life of active employees. 


Income Taxes 

Except for rate-regulated natural gas distribution subsidiaries, income taxes are calculated using the liability method of tax accounting. 
Under this method, future income tax assets and liabilities are determined based on differences between the financial reporting and tax 
bases of assets and liabilities and are measured using the substantively enacted tax rates and laws that are anticipated to be in effect 


in the periods in which the differences are expected to be settled or realized. 


Natural gas distribution income taxes are provided using the taxes payable method approved by the AEUB. In accordance with an 


AEUB decision, provision is made only for those income taxes currently payable and no future tax is recorded on the timing differences 


between accounting income and taxable income. 


Per Share Information 
Basic net income per share is calculated on the basis of the weighted average number of common and preferred participating shares 
outstanding during the year. Diluted net income per share is calculated as if the proceeds obtained upon exercise of options were used 


to purchase common shares at the average market price during the year. 


Estimates 

The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities, and the reported amounts of revenue and 
expenses during the reported period. By their nature, these estimates are subject to measurement uncertainty and may impact the 


financial statements of future periods. 
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NOTE 2. Acquisition 

On December 19, 2002 AltaGas acquired all of the shares of EnCana Suffield Gas Pipeline Inc., comprising two natural gas 
transmission pipelines at Suffield, Alberta, and purchased eight natural gas gathering and processing systems in northeastern Alberta 
for a total of $118.1 million. The recommendations of the Canadian Institute of Chartered Accountants for Business Combinations apply 
to this acquisition. The purchase price of the business has been allocated to the individual assets and liabilities acquired based on their 
estimated fair value, with the exception of future income taxes which are recorded on an undiscounted basis. The excess of the 
recorded value of the future income tax liability over its fair value is offset through the recognition of goodwill. The results of operations 


have been included in the consolidated statement of income and retained earnings from the date of acquisition. 


Net Assets Acquired 


Capital assets $ 122,690 
Working capital 2,034 
Goodwill 18,045 
Future income taxes (24,662) 

$ 118,107 


Purchase Price 


Cash $ 114,658 
Transaction costs 3,449 
$ 118,107 


NOTE 3. Capital Assets 


2002 2001 
Accumulated Net Book Accumulated Net Book 
Cost Amortization Value Cost Amortization Value 
Gathering and Processing 
Gathering and processing assets Sr 574,447 Sy 0lb72) $0) 508,875 $ 418,484 $ 50,695 $ 867,789 
Other assets 8,072 2,474 5,598 6,230 1,761 4,469 
Energy Services 
Energy services assets 29,833 6,051 23,782 28,835 3,561 25,274 
Other assets 2,049 752 1,297 1,500 550 950 
Natural Gas Distribution 
-Natural gas distribution assets 141,457 43,873 97,584 135,946 40,532 95,414 
Other assets 24,333 8,766 15,567 26,185 i, 222 14,963 
$ 780,191 $ 132,488 $ 647,703 $ 617,180 $ 108,321 $ 508,859 


er ee 
No charge for future removal and site restoration costs for natural gas processing plants and gathering lines was made to earnings for 


the years ended December 31, 2002 and 2001, as estimated salvage values are in excess of estimated removal and site restoration 


costs. Interest capitalized for the year ended December 31, 2002 was $746 thousand (2001 — no interest was capitalized). 
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NOTE 4. Energy Services Arrangements and Contracts 


2002 2001 
Cost $ 113,342 So ZveHS 
Accumulated amortization 6,312 347 
Net book value $ 107,030 $ 112,268 


AltaGas owns the PPA through its 50 percent interest in the ASTC Power Partnership (ASTC). ASTC is committed to purchase all of 
the power from the 706 megawatt capacity generating units. The investment in the PPA and its revenue and expenses thereunder are 


recorded on a proportionate basis. 


NOTE 5. Goodwill 


2002 2001 
Gathering and Processing 

Cost $ 18,895 $ 850 
Accumulated amortization 35 35 
Net book value $ 18,860 $ 815 


During 2002 goodwill of $18.0 million resulted from the acquisition of all the shares of EnCana Suffield Gas Pipeline Inc. (note 2). 


NOTE 6. Investments and Other Assets 


2002 2001 
Common shares of public companies $ 1,877 $ 2,663 
Common shares of private companies 436 435 
Equity accounted investments in common shares of private companies 298 666 
Advances 2,259 TESWNS 
Other 2,580 2,576 

$ 7,450 $ 7,655 


At December 31, 2002 the quoted market value of the common shares of public companies was approximately $1.5 million (2001 — 


$3.1 million). The fair market value of investments in private companies is not reasonably determinable. 


Advances at December 31, 2002 consist of a $2.3 million demand loan bearing interest at prime plus 3.5 percent. At December 31, 


2002 the Company had no intention of demanding repayment of the loan. 


NOTE 7. Short-term Debt 
At December 31, 2002 the Company had a $50.0 million demand operating credit facility with a Canadian chartered bank. The loan bears 
interest at the lender’s prime rate or at the bankers’ acceptance rate plus a stamping fee. At December 31, 2002 the Company had drawn 


debt of $0.6 million and letters of credit of $8.8 million (2001 — $4.7 million) outstanding against the demand operating credit facility. 


At December 31, 2002 the Company had a $50.0 million (2001 — $100.0 million) non-revolving bridge credit facility with a syndicate of 
Canadian chartered banks. The facility was fully drawn at December 31, 2001 and on June 7, 2002 a payment of $50.0 million reduced 
the facility to $50.0 million. The credit facility, which expires March 31, 2008, bears interest at the lender’s prime rate plus a margin or 


at the bankers’ acceptance rate plus a stamping fee. 
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At December 31, 2002 and 2001 the Company had a fully drawn $10.1 million extendible letter of credit facility with a Canadian 
chartered bank. The facility expires on December 11, 2003. 


The prime lending rate at December 31, 2002 was 4.50 percent (2001 — 4.00 percent). The average rate on the Company’s outstanding 
bankers’ acceptances at December 31, 2002 was 4.09 percent (2001 — 3.31 percent). 


NOTE 8. Long-term Debt 


2002 2001 

Operating loans $ 268,943 $ 183,866 
Medium term notes 100,000 100,000 
$ 368,943 $ 283,866 


Operating loans 

At December 31, 2002, the Company had a $270.0 million (2001 — $220.0 million) extendible revolving term credit facility with a 
syndicate of Canadian chartered banks. Effective October 13, 2002 the facility was increased by $50.0 million, extended for an 
additional 364 days and an Alberta financial institution was added to the syndicate. The loan bears interest at the lender’s prime rate 


or at the bankers’ acceptance rate plus a stamping fee. 


The extendible revolving term facility can be extended for an additional year on October 12, 2003 or can be converted by the Company 
on that date to a two year term loan. The term loan is repayable over the two year period or at the end of the two year term, depending 


on the bond rating category of the long-term unsecured senior indebtedness of the Company. 


Medium Term Notes 
On September 27, 2000 the Company filed a short form shelf prospectus in conjunction with a two year Medium Term Note program. 
On October 4, 2000 the Company issued $100.0 million of 7.28 percent Medium Term Notes pursuant to the program. Interest is 


payable semi-annually and the principal is due on October 4, 2005. 


On January 10, 2003 the Company filed a short form shelf prospectus to renew its Medium Term Note program. Medium Term Notes 


may be issued in an aggregate principal amount of up to $250.0 million at prices and terms determined at the time of issue. 


NOTE Q. Financial Instruments and Financial Risk Management 

In the course of its normal operations the Company issues short and long term debt, and purchases and sells natural gas and power 
commodities. These activities result in exposures to fluctuations in interest rates and commodity prices. The Company uses financial 
derivative instruments that result in cash settlements to manage the price or cash flow risk that results from these activities. The 


Company does not make use of derivative instruments for speculative purposes. 


The fair values of financial derivatives have been estimated using year-end market rates. These fair values approximate the amount that 


the Company would receive or pay if the instruments were closed out at these dates. 
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Commodity Price Risk Management 
a) Natural Gas 
The Company uses swap agreements to fix the price received on certain natural gas sales. At December 31, 2002 the Company had 


no intention of terminating any swap agreements prior to maturity. 


At December 31 the Company had the following contracts outstanding: 


Swaps Fixed Price Period Notional Volume Fair Value 
2002 $ 5.43/mcf 10 months 1.9 Mmcf/day $ i 
2001 $ 4.12/mcf 10 months 1.3 Mmcf/day $ 214 


b) Electricity Prices 

Under the Power Purchase Arrangement AltaGas has an obligation to buy power at agreed terms and prices to December 31, 2020. 
The Company sells the power to the Power Pool of Alberta at spot prices and uses swaps and collars to fix the prices over time on a 
portion of the volumes. AltaGas’ strategy is to lock in margins to provide predictable earnings. At December 31, 2002 the Company 


does not plan to terminate any derivatives prior to maturity. 


At December 31 the Company had the following contracts outstanding: 


Fixed Price Period Notional Volume (MWh) 
Derivative instruments (per MWh) (months) Sales Purchases Fair Value 
2002 
Swaps and collars $ 40.32 to $ 64.00 12 to 27 3,556,563 - $ (29,260) 
Swap $ 61.40 180 - 394,416 $ (1,908) 
2001 


Swap $ 63.80 192 = 420,696 $ (1,600) 


Interest Rate Risk Management 
To hedge against the effect of future interest movements, the Company enters into interest rate swap agreements to fix a portion of its 
bankers’ acceptances issued under credit facilities. At December 31, 2002 the Company had no intention of terminating any swap 


agreements prior to maturity. 


At December 31 the Company had the following contracts outstanding: 


Weighted Average 
Interest rate swaps Period Principal Interest Rate Fair Value 


2002 March 2004 to April 2005 $ 70,000 4.75% $ (1,948) 
2001 January 2002 to April 2005 $ 102,000 4.46% $ (2,300) 


Credit Risk on Financial Instruments 
Credit risk results from the possibility that a counterparty to a derivative in which the Company has an unrealized gain fails to perform 


according to the terms of the contract. 


Credit exposure is minimized by entering into transactions only with credit worthy counterparties in accordance with established credit 
policies and practices. At December 31, 2002 AltaGas did not have a significant concentration of credit risk with any single financial 


instrument counterparty. 


2002 AltaGas Services Inc. 
NOTE 10. Share Capital 
Authorized: 
® an unlimited number of common shares without nominal or par value. 
¢ anunlimited number of preferred shares without nominal or par value. 
Common Shares Issued: 
Number of 

Shares Amount 
December 31, 2000 29,225,299 $ 116,449 
Issued for cash on exercise of options 695,678 1 S89) 
Issued for compensation 8,500 oo 
Repurchased under Normal Course Issuer Bid and subsequently cancelled (433,600) (1,781) 
December 31, 2001 29,495,877 $ 116,082 
Issued for cash pursuant to public placement 6,325,000 58,823 
Issued for cash on exercise of options 407,715 1,868 
Issued for compensation 8,500 79 
Less issue costs, net of tax - (1,526) 
December 31, 2002 36,237,092 $ 175,326 
Preferred Participating Shares Issued: 

Number of 

Shares Amount 
December 31, 2001 and 2002 9,000,000 $ 88,964 
Total shares issued 45,237,092 $ 264,290 


On September 30, 1999 the Company closed a private placement of 9,000,000 non-voting, preferred participating shares at $10.00 
per share for gross proceeds of $90.0 million. These shares are convertible at the holder’s option into common shares, one for one, 
any time prior to September 30, 2004. After that date, and no later than September 30, 2009, AltaGas may either redeem the 
participating shares or convert them to common shares. These shares share rateably with common shares in any dividend declared 
on or before September 30, 2002 and to a maximum of $1.00 per share per year thereafter. On conversion or redemption, or in the 
event of a liquidation, dissolution or winding-up of the Company, the participating shareholders are entitled to $10.00 per share and 
their share of the cumulative retained net income of AltaGas since September 30, 1999 with the annual earnings included per 


participating share being limited to $1.00 following September 30, 2002. 


On November 24, 2000 the Board of Directors approved a Notice of Intention to make a Normal Course Issuer Bid, under which the 
Company could acquire over a one year period up to five percent of its outstanding common shares through the facilities of the Toronto 
Stock Exchange. On November 19, 2002 the Board of Directors renewed the Normal Course Issuer Bid for an additional twelve month 


period commencing December 2, 2002. 


During 2001 AltaGas purchased and cancelled 433,600 of its common shares at an average price of $5.22 per share under the first 
Normal Course Issuer Bid program. The $482 thousand excess paid over the $1.8 million carrying value of these shares has been 


charged to retained earnings. During 2002 no shares were purchased under this program. 


On June 7, 2002 AltaGas closed a public offering for 6,325,000 common shares at $9.30 per share. Proceeds net of share issue costs 


were $56.4 million. 
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The Company has an employee stock option plan under which both employees and directors are eligible to receive grants. At 
December 31, 2002 3,800,000 common shares are reserved for issuance under the plan. To December 31, 2002 options granted 
under the plan generally had a term of ten years to expiry and vested no longer than over a four year period. Currently, outstanding 
options are exercisable at various dates to the year 2012. Options outstanding under the plan have a weighted average exercise price 


of $7.66 and a weighted average remaining contractual life of 6.2 years. 


Number of Options Exercise Price Expiry Date 

257,777 $ 5.00 - $ 8.75 2003 

275,849 $ 8.75 — $ 10.00 2004 

115,250 $ 7.00 — $ 10.00 2009 

141,625 $ 4.80 - $ 6.25 2010 

618,175 $ 5.10 - $ 7.25 2011 

262,000 $ 6.50 — $ 9.75 2012 
1,670,676 

2002 2001 

Weighted Weighted 

Number of Average Number of Average 

Options Exercise Price Options _—__ Exercise Price 

Stock options outstanding, beginning of year 1,896,916 $ 6.83 2,022,694 $ 5.17 

Granted 262,000 8.76 663,000 6.97 

Exercised (407,715) 4.58 (695,678) 1.96 

Cancelled (80,525) 7.26 (93,100) 8.10 

Stock options outstanding, end of year 1,670,676 $ . 7.66 1,896,916 $ 6.83 

Exercisable at year end 847,246 $ 7.85 1,017,417 $ 6.81 


Based on the number and fair value of options granted during the year, the effect on net income of following the fair value method of 


accounting for stock options would not be significant and there would be no effect on net income per share. 


The basic number of shares outstanding for the year ended December 31, 2002 was 42.3 million (2001 — 38.2 million) and the diluted 
number of shares outstanding for the year ended December 31, 2002 was 42.6 million (2001 — 38.3 million). During the years 


presented, outstanding stock options are the only dilutive instrument. 


NOTE 11. Lease Commitments 


Future minimum lease payments under operating leases for office space, office equipment, and automotive equipment are estimated 


as follows: 
2003 $ 2,315 
2004 2,371 
2005 2,445 
2006 2,540 
2007 2,485 
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NOTE 12. Income Taxes 
The income tax provision differs from the amounts which would be obtained by applying the combined Canadian base federal and 


provincial income tax rate to income before income taxes. These differences result from the following items: 


2002 2001 
Income before income taxes $ 41,748 BS Bi Bale 
Statutory income tax rate (percent) 42.12 43.12 
Computed income tax provision $117,584 Gy alesis 
Increase (decrease) in income taxes resulting from: 
Resource Allowance (3,043) (3,322) 
Manufacturing and Processing Credit (168) (154) 
Large Corporations Tax 973 815 
Permanent differences between accounting and tax bases of assets and liabilities 269 100 
Rate Reductions (1,246) (86) 
Other (1,307) (288) 
Income tax provision 
Current 6,222 2,669 
Future 6,840 6,275 
$ 13,062 $ 8,944 
Effective income tax rate (percent) 31.29 32.47 


The tax effects of the significant components of temporary differences that give rise to future income tax assets and liabilities as at 


December 31, 2002 are as follows: 


2002 2001 
Assets Liabilities Assets Liabilities 
Capital assets $ - $ 51,285 $ - $ 18,273 
Net operating losses unused for tax purposes 208 - 209 _ 
Deferred debt charges = 91 - 92 
Share issue costs = (812) S (806) 
Other - (2,494) - (46) 
$ 208 $ 48,070 $ 209 S Ase! 


Future income tax expense and future income tax assets and liabilities have not been recognized for the Company's rate-regulated 
natural gas distribution subsidiary. Unrecognized future income tax expense for the year ended December 31, 2002 was $451 thousand 
(2001 — $14 thousand). The unrecognized future income tax liability at December 31, 2002 was $6.7 million (2001 — $6.2 million). 
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NOTE 13. Change in Non-cash Working Capital 


2002 
Accounts receivable (45,707) 
GST and income taxes recoverable 10,856 
Inventory (609) 
Other current assets 6,704 
Accounts payable and accrued liabilities 33,822 
Other current liabilities 5,283 
Other (663) 
9,686 
Less decrease (increase) in capital costs payable (4,065) 
Net change in non-cash working capital from operations 5,621 
The following cash payments have been included in the determination of earnings: 
2002 
Interest paid 18,856 
Income taxes paid 1,837 


NOTE 14. Pension Plans and Retirement Benefits 


2002 


AltaGas Services Ince. 


Substantially all full-time employees of the Company’s natural gas distribution subsidiary, AltaGas Utilities Inc., are members of one of 


two defined benefit non-contributory pension plans. AltaGas Utilities Inc. also has plans that provide other post-retirement benefits such 


as life insurance and health care. 


2002 2001 

Other Other 
Pension Benefit Pension Benefit 
Plans Plans Plans Plans 

Accrued benefit obligation 
Balance, beginning of year $ 8,069 $ 759 7,044 $ 665 
Experience loss (gain) (69) (12) 14 34 
Current service cost 733 33 611 30 
Interest cost 653 53 540 48 
Benefits paid (99) (19) (140) (18) 
Balance, end of year 9,287 814 8,069 799 

Plan assets 

Fair value, beginning of year 8,093 - 6,527 - 
Experience gain - - 576 = 
Actual return on plan assets (880) - 578 - 
Employer contributions 1,163 - 696 - 
Benefits and expenses paid (135) - (284) = 
Fair value, end of year 8,241 - 8,093 - 
Funding surplus (deficit) (1,046) (814) 24 (759) 
Unamortized transitional obligation 503 391 563 fojels) 
Unamortized past service costs 204 - - - 
Unamortized experience loss (gain) 591 136 (538) 34 
Accrued benefit asset (liability) $ 252 $ (287) 49 $ (190) 
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Included in the accrued benefit obligation and fair value of plan assets at year end are the following in respect of plans that are not fully funded: 


2002 2001 
Other Other 
Pension Benefit Pension Benefit 
Plans Plans Plans Plans 
Accrued benefit obligation $ 9,287 $ 814 $ 2,949 $ 759 
Fair value of plan asset 8,241 - 2,740 - 
Funding deficit $ (1,046) $ (814) $ (209) $ (759) 
Significant actuarial assumptions used as at December 31 
Discount rate (percent) 6.90 7.00 7.40 6.90 
Expected long-term rate of return on plan assets (percent) 7.40 - 7.90 = 
Rate of compensation increase (percent) 5.00 5.00 5.50 a0 
Average remaining service life of active employees (years) 13-15 16 14-16 14-16 
Net benefit plan expense for the year : 
Current service cost and expenses $ 770 $ 33 $ 755 $ 30 
Interest cost 653 53 540 49 
Actual return on plan assets (571) - (578) - 
Amortization of transitional obligation 81 30 48 38 
Amortization of experience losses (gains) 27 - (25) = 
$ 960 $ 116 $ 740 $ ale 


NOTE 15. Related Party Transactions 

During 2002 AltaGas purchased capital equipment totaling $nil (2001 — $608 thousand) and maintenance services totaling $80 
thousand (2001 — $117 thousand) from an equity accounted investee. These transactions have been recorded at their exchange 
amounts. At December 31, 2002 $2.3 million (2001 — $1.0 million) was owed to AltaGas by this investee. 


AltaGas has contracted with a shareholder to purchase a fixed volume of electricity for a fixed price. During 2002 the Company 
purchased 26,280 MWh (2001 — 26,280 MWh) of electricity for $1.8 million (2001 — $2.1 million). 


NOTE 16. Joint Ventures 


The Company’s proportionate interest in its joint venture arrangements is summarized as follows: 


2002 2001 
Revenue $ 123,438 $ 11,921 

Expenses 89,028 10,077 
Proportionate share of operating income $ 34,410 $ 1,844 
Current assets $ 22,602 $ 9,595 
Capital assets 47,686 24,147 
Energy services arrangements and contracts 104,458 110,066 
Investments and other assets 165 222 
Current liabilities (21,768) (1,252) 
Proportionate share of net assets $ 153,143 SE A2 SCS 
Operating activities 14,341 7,919 
Investing activities (24,767) (110,232) 
Financing activities 10,426 1025373 


Proportionate share of change in cash $ = $ 7 


NOTE 17. Segmented Information 


2002 AltaGas Services 


AltaGas is a midstream energy company with a portfolio of assets and services used to move energy from the source to the end-user. 


Commencing January 1, 2002 the Company has three reportable segments: 


Gathering and Processing — natural gas gathering and processing, natural gas transmission, ethane and natural gas liquids 


extraction and third party facility operations services. 


Energy Services — power services, gas services and oil and natural gas production. 


Natural Gas Distribution — natural gas distribution to end users and 


related services. 


Gathering and") 


Processing 


Gathering and Energy and Energy Natural Gas Intersegment 
December 31, 2002 Processing Services Services Distribution Elimination Total 
Revenue $ 106,031 $ 347,310 $ 453,341 $ 94316 $ (63,573) $ 484,084 
Cost of sales (6,460) (303,092) (309,552) (65,463) 60,805 (314,210) 
Operating and administrative expenses (51,462) (11,127) (62,589) (14,358) 2,768 (74,179) 
Amortization (20,991) (9,097) (30,088) (5,711) - (35,799) 
Operating income CS ne pamich a} See Ces ye olay aged 3 8,784 $ - $ 59,896 
Net additions to capital assets $ 157,806 $ 1,546 $ 159,352 $ 3,659 $ 163,011 
Segment assets $ 574,609 $ 180,999 $ 755,608 $ 133,589 $ 889,197 


The segment information for the year ended December 31, 2001 has not been restated to conform with current financial statement 


presentation as, due to the sharing of certain costs, it is not practical 


January 1, 2002 AltaGas had two reportable segments: 


to separate gas services and oil and gas production. Prior to 


Gathering, Processing and Services — natural gas gathering and processing, natural gas transmission, natural gas liquids extraction, 


oil and gas production, gas services and third party facility operations. 


Natural Gas Distribution — natural gas distribution to end users and related services. 


Gathering’? 
Processing Natural Gas Intersegment 

December 31, 2001 and Services Distribution Elimination Total 
Revenue $ 448,056 $ 120,623 $ (78,904) $ 489,775 
Cost of sales (839,955) (93,683) 78,904 (854,734) 
Operating and administrative expenses (50,917) (13,506) - (64,423) 
Amortization (21,993) (5,249) - (27,242) 
Operating income $ 35,191 $ 8,185 $ = $ 43,376 
Net additions to capital assets $ 86,157 $9 5-408 $ 91,560 
Segment assets $ 469,007 $ 128,099 $ 597,106 
Power purchase arrangement 111,890 

$ 708,996 


Gathering and Processing and Energy Services segments have been combined for the year ended December 31, 2002 to enable a comparison to 
the Gathering, Processing and Services segment for the year ended December 31, 2001. 


Inc. 
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Pass YOS/NIN: (REN INE Wy 
FINANCIAL SUMMARY 


($ millions except per share amounts) 2002 2001* 2000* 1999* 1998* 


OPERATIONS 


Revenue 
Gathering, Processing and Energy Services - 448.1 469.7 195.9 94.8 
Gathering and Processing 106.1 N/A N/A N/A N/A 
Energy Services 347.3 N/A N/A N/A N/A 
Natural Gas Distribution 94.3 120.6 98.0 66.0 2153 
Intersegment elimination (63.6) (78.9) (61.0) (4.1) = 
Cost of sales 314.2 354.8 390.4 171.9 74.3 
Net revenue 169.9 135.0 116.3 85.9 47.8 
Operating and administrative 74.2 64.4 58.7 42.6 23:5 
EBITDA 95.7 70.6 57.6 43.3 24.3 
Amortization 35.8 Zilee ZO, HONS) 6 
Interest expense 18.1 15.9 12.2 10.6 Oh) 
Income taxes 13.1 8.9 7.6 6.2 4.2 
Net income 28.7 18.6 alyés) 11.0 7.0 
Net income per basic share $ 0.68 $ 0.49 $ 0.45 $ 0.42 $ 0.38 
Net income per diluted share $ 0.67 $ 0.49 $ 0.45 $ 0:35 $ 0.31 
EBITDA per basic share $ 2.26 $ 1.85 $ 1.51 $ 1.64 $ ks2 
EBITDA per diluted share $ 2.25 $ 1.84 Bi $ 1.39 $ 1.08 


FUNDS GENERATED FROM OPERATIONS 


From continuing operations 70.8 50.2 40.5 28.6 16.1 
per basic share $ 1.67 Salou $ 1.06 $ 1.08 $ 0.88 
per diluted share $ 1.66 $ 1.31 $ 1.06 $ 0.92 $ 0.72 


SHARE DATA (millions) 


Shares outstanding at year end 45.2 88.5 38.2 37.8 18.9 
Shares outstanding for the year 
Basic 42.3 38.2 38.1 26.4 18.4 
Diluted 42.6 38.3 38.2 31.1 22.4 
ASSETS 
Current assets 108.0 19.2 1183 49.3 34.5 
Capital assets 647.7 508.9 443.3 369.5 276.3 
Goodwill 18.9 0.8 - = = 
Future income taxes 0.2 0.2 0.2 - = 
Energy services arrangements and contracts 107.0 Une = = = 
Investments and other assets 7.4 Tet 9.6 10.3 1a 
889.2 709.0 571.4 429.1 322.9 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities 135.1 145.5 92.5 40.1 28.6 
Long term debt 368.9 283.9 216.9 151.9 160.3 
Deferred revenue and other 0.8 1.9 a|Be) 0.9 0.5 
Future and deferred income taxes 48.1 UYEEO) aia! 6.1 47 
Shareholders’ equity 336.3 260.2 249.4 230.1 128.8 

889.2 709.0 fay a),74! 429.1 322.9 


certain comparative figures have been reclassified to conform to the current financial presentation 
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Picea YEAR REVIEW 
FINANCIAL SUMMARY CONTINUED 


2002 20014 2000 1999 1998 
RATIOS (percent) 
Return on average equity 9.6 1.3 TA 6.7 9.3 
Return on average invested capital 9.2 8.7 8.6 8.4 9.5 
Debt as a percent of total capitalization 55.5 59.6 46.5 39.8 55.4 
OPERATIONAL SUMMARY 
Gathering and Processing 
Processing capacity (gross Mmcf/d) "” 842 768 NZ 658 494 
Processed throughput (gross Mmcf/d) @ 532 498 434 371 276 
Capacity utilization (percent) 63 65 61 56 56 
Average working interest (percent) ” 88 88 87 89 89 
Extraction inlet capacity (Mmcf/d) “ 349 219 211 199 155 
Extraction production (Bbls/d) © 3,399 2,618 3,369 2,198 956 
Transmission volumes (Mmcf/d) 106 47 36 26 16 
Energy Services 
Volume (thousands of MW/h) 2,669 = - = - 
Average price received ($/MW/h) © 41.27 ~ - - - 
Natural gas distribution © 
Volume of natural gas distributed 
Sales (Bcf) 14 13 14 13 6 
Transportation (Bcf) 8 8 if 6 3 
Degree day variance (percent) © 7.8 (3.4) 6.5 (lea) - 


As at December 31 


®) Fourth quarter average 


® Annual average 

Average for fourth quarter except for 1998 which included December only. Operation of AltaGas’ first transmission pipeline commenced in 
December 1998 

© AltaGas purchased 100% of the outstanding common shares of AltaGas Utilities on June 30, 1998 

© Variance from 20 year average — positive variances are favourable 


 \olumes do not include condensate pipeline volumes 
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QUART EREY REVIEW 
FINANCIAL SUMMARY 


2002 ($ millions except per share amounts) Qi QZ @Q3* Q4* Annual 


Revenue 
Gathering and Processing 


Field gathering and processing 22./ 20.5 20.3 22.6 86.1 
Extraction PES 2.6 3.4 4.3 12.8 
Transmission ane) 1.6 Abaih 2.3 2 
Energy Services 79.8 88.0 SHO) 106.0 347.3 
Natural Gas Distribution 35.8 io! 9 34.0 94.3 
ntersegment elimination (19.9) (12.5) (5.9) (25.3) (63.6) 
W229) 115.6 102.1 143.9 484.1 


Net revenue 
Gathering and Processing 


Field gathering and processing 225i 20.5 20.3 22.6 86.1 
Extraction eal 1.4 2.0 1.8 6.3 
Transmission AS 156 defi 2.3 Ue 
Energy Services 6.4 10.2 13.0 14.6 44.2 
Natural Gas Distribution 10.0 5.9 4.5 8.5 28.9 
Intersegment elimination (1.0) (0.7) (0.1) (1.0) (2.8) 
40.8 38.9 41.4 48.8 169.9 


Operating income 


Gathering and Processing 8.8 7.0 Seif OS 27.1 
Energy Services leo 4.8 7.8 9.9 24.0 
Natural Gas Distribution 5.1 OM (0.4) 3.4 8.8 
15.4 125 heal 18.9 59.9 

Net Income 74 4.8 SS 11.0 28.7 
per basic share $ 0.19 OAL Gy OZ $ 0.24 $ 0.68 
per diluted share So Oe One Se HONe GS uaz! $ 0.67 
EBITDA 24.2 21.4 22.0 28.1 95.7 
per basic share SeOLOS S O88 $ 0.49 $ 0.62 $ 2.26 
per diluted share SeeOLOS So O52 $ 0.49 $ 0.62 Sal 2225 
Funds generated from operations 14.8 16.0 17.6 22.4 70.8 
per basic share oe Oss $ 0.40 $ 0.39 Se 10150 Soeettor 
per diluted share % Osi $ 0.39 $ 0.39 i OLS0 $ 1.66 
Net additions to capital assets alsitee 15.4 eal 129.3 163.0 
Gathering and Processing 9.2 12.9 5.0 130.7 157.8 
Energy Services 0.7 0.9 OrS -0.6 1.5 
Natural Gas Distribution 1.3 1.6 1.6 -0.8 3.7 
Segment assets 710.4 720.2 716.5 889.2 889.2 
Gathering and Processing 432.9 430.6 435.0 574.6 574.6 
Energy Services 147.6 170.0 164.8 181.0 181.0 
Natural Gas Distribution 129.9 119.6 116.7 133.6 133.6 


certain comparative figures have been reclassified to conform to the current financial presentation 
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QUARTERLY REVIEW 
FINANCIAL SUMMARY 


2001 ($ millions except per share amounts) OV QZ Q8e Q4* Annual 


Revenue 
Gathering, Processing and Services 


Field gathering and processing lire 19.2 Zilles 23.1 80.2 
Extraction 1.9 2.9 2.6 2.9 10.3 
Transmission nller(4 ils) 1.6 telf 6.5 
Services 144.7 106.2 5okt 55.9 360.5 
Intercomponent elimination (1.8) (2.0) (2.4) (3.2) (9.4) 
Natural Gas Distribution 69.1 23.0 6.6 21.9 120.6 
Intersegment elimination (42.1) (18.0) (5.4) (13.4) (78.9) 
190.7 132.8 174 88.9 489.8 


Net revenue 
Gathering, Processing and Services 


Field gathering and processing Wee 19.2 213 PIPES) 79.6 
Extraction 14 ee 1.4 We 4.9 
Transmission cle 1.5 1.6 alle 6.5 
Services Sy Suh 4.6 4.6 20.0 
Intercomponent elimination (0.6) (0.6) (1.1) (0.6) (2.9) 
Natural Gas Distribution 8.9 5.8 4.4 7.8 26.9 
83.4 32.8 31.6 37.2 135.0 


Operating income 


Gathering, Processing and Services Mell 8.3 8.7 10.5 35.2 
Natural Gas Distribution 4.0 0.7 (0.2) Shit 8.2 
Wiley 9.0 8.5 14.2 43.4 

Net Income 5.4 3.4 2.9 6.9 18.6 
per basic share $ 0.14 $ 0.09 $ 0.08 oS Oils $ 0.49 
per diluted share sy Oa! $ 0.09 $ 0.08 Oaks $ 0.49 
EBITDA 17.9 15.8 15.6 ZALS 70.6 
per basic share S O47 8 42 $ O44 $ 0.56 $ 1.85 
per diluted share Oly Sor Oe) iS O55 Seo kod 
Funds generated from operations Ze 10.9 11.6 15.0 50.2 
per basic share SH ORGS $ 0.29 $ 0:80 $ 0.39 Semele 
per diluted share 3 Ores $e 0:29 Se ee $ 0.39 So ilechl 
Net additions to capital assets 87.2 28.9 17.6 119.8 203.5 
Gathering and Processing 35.8 27.1 16.9 6.4 86.2 
Natural Gas Distribution 1.4 1.8 0.7 es 5.4 
Power purchase arrangement = = = 111.9 111.9 
Segment assets 560.0 576.8 576.3 709.0 709.0 
Gathering and Processing 422.8 447.2 450.8 469.0 469.0 
Natural Gas Distribution 137.2 129.6 T2525: 128.1 128.1 
Power purchase arrangement = = - 111.9 111.9 


* certain comparative figures have been reclassified to conform to the current financial presentation 
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QUARTER EY] REV EW 
OPERATING SUMMARY 


Annual 


842 
532 
63 

88 
349 
3,399 
106 


2,669 
41.27 


14 
8 
7.8 


Annual 


768 
498 
65 

88 
219 
2,618 
47 


n/a 
n/a 


2002 Qt Q2 Q3 Q4 
Gathering and Processing 
Processing capacity (gross Mmcf/d) " 768 767 767 842 
Processed throughput (gross Mmcf/d) °° 482 473 479 532 
Capacity utilization (percent) 63 62 62 63 
Average working interest (percent) “” 88 88 87 88 
Extraction inlet capacity (Mmcf/d) “ 219 219 219 349 
Extraction production (Bbls/d) © 3,248 2,806 3,487 3,802 
Transmission volumes (Mmef/d) 48 48 1 106 
Energy Services 
Volume of power sold (thousands of MWh) 659 664 674 672 
Average price received on the sale of power ($/MWh) 34.38 42.11 42.51 46.45 
Natural Gas Distribution 
Volume of natural gas distributed 
Sales (Bcf) 6 2 1 S 
Transportation (Bcf) 2 2 2 2 
Degree day variance (percent) © 10.4 34.4 20.7 (7.4) 
2001 Qa Q2 Q3 Q4 
Gathering and Processing 
Processing capacity (gross Mmcef/d) " 731 Vala 777 768 
Processed throughput (gross Mmcf/d) ” 477 494 488 498 
Capacity utilization (percent) “ 65 64 63 65 
Average working interest (percent) “” 87 88 88 88 
Extraction inlet capacity (Mmcf/d) " 211 AA Dai 219 
Extraction production (Bbls/d) © 1,624 2,569 2,690 3,203 
Transmission volumes (Mmcf/d) © 34 42 48 47 
Energy Services 
Volume of power sold (thousands of MWh) n/a n/a n/a n/a 
Average price received on the sale of power ($/MWh) ” n/a n/a n/a n/a 
Natural Gas Distribution 
Volume of natural gas distributed 
Sales (Bcf) 5 if & 
Transportation (Bcf) 2 2 
Degree day variance (percent) ® (8.8) Tis (8.7) 0.2 


As at period end 

Quarter average 

Variance from 20-year average. Positive variances are favourable. 
Excludes condensate pipeline volumes 


Period average 


(3.4) 


Processed throughput includes Wabasca from November 1, 2002. Proforma for the full quarter would result in 65 percent capacity utilization. 


AltaGas entered the power business in late December 2001. 
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DIVIDENDS 

On January 11, 2001 the Corporation declared its first quarterly cash dividend per fully paid common share and 
participating share in the capital stock of the Company, which was paid on March 31, 2001. No dividends were paid 
on any shares of AltaGas from the date of its incorporation to the end of December 2000. 


Dividend levels will be reviewed periodically by the Board of Directors giving consideration to AltaGas’ growth-related 
initiatives, financial position, financing requirements, cash flow and other relevant factors. The following table 
summarizes the dividends paid by AltaGas in 2002 and 2001. 


2002 2001 
First quarter $ 0.06 $ 0.03 
Second quarter 0.06 0.03 
Third quarter 0.08 0.06 
Fourth quarter 0.08 0.06 

$ 0.28 $ 0.18 


EARNINGS COVERAGE RATIO 

The following table sets forth AltaGas Services Inc.’s earnings coverage ratio which is provided in connection with its 
continuous offering of Medium Term Notes. The financial ratio has been calculated based on Canadian generally 
accepted accounting principles. 


2002 2001 


Earnings coverage on short and long term debt 3.3X 2.1X 


DEFINITIONS 


Bbls/d barrels per day 

Bef billion cubic feet 

Mmef/d million cubic feet per day 

MW megawatt 

Net revenue gross revenue less the costs of the purchase of natural gas 


for resale, and the costs to purchase power under the PPA 


ye 
, 


When used in this annual report, the words “anticipate”, “expect”, “estimate”, and similar expressions are intended to identify forward looking 
statements. Such statements are subject to certain risks, uncertainties and assumptions that could cause actual results to differ materially from those 
contemplated in the forward looking statements. These risks and uncertainties include operating performance, regulatory and environmental issues, 
weather and economic conditions, competition and financing availability. 
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